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DISPOSITION OF SUNDRY PAPERS 





FEBRUARY 29, 1960.—Ordered to be printed 


Mr. Tuompson of New Jersey, from the Joint Committee on Disposi- 
tion of Executive Papers, submitted the following 


REPORT 


{Pursuant to 59 Stat. 434 and 63 Stat. 377] 


The joint select committee of the Senate and House of Representa- 
tives, appointed on the part of the Senate and House of Representa- 
tives and acting in compliance with the provisions of the act approved 
July 7, 1943 (57 Stat. 380), as amended by the act approved July 6, 
1945 (59 Stat. 434) and the act approved June 30, 1949 (63 Stat. 377), 
respectfully reports to the Senate and House of Representatives that 
it has received and examined the report of the Archivist of the United 
States No. 60-9, dated February 18, 1960, to the 86th Congress, 2 
session, submitting the following lists or schedules covering records 
proposed for disposal by the Government agencies indicated: 








i 
Job No. Agency by which submitted ae Job No. | Agency by which submitted 
II-NN A-2861- _| Department of the Navy. || II-NNA-3174..- Department of the Air Force. 
II-NNA-3141...| Housing and Home Finance || Il-NNA-3176...| Department of Justice. 
| Agency || II-NNA- 3182...| General Services Administration 
II-NN A-3163..-| Department of the Air Force. | II-NNA-3183...| Department of State 
II-NN A-3167- ..| Do | II-NNA-3185...| Department of Justice. 
II-N N A-3168_ Do || II-NN A-3189...| General Services Administration. 
II-NN A-3169-. a Department of Health, Educa- |} LI-NNA-3193. Do. 
“| tion, and Welfare || Il-NNA-3197..- Do. 
II-NNA- 3170... Do. 
! 
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Your committee reports that the records proposed for disposal in 
the said lists or schedules reported by the Archivist of the United 
States do not, or will not after the lapse of the period specified, have 
sufficient administrative, legal, research, or other value to warrant 
their continued preservation by the Government and recommends 
that their disposal be accomplished subject to the proviso of section 6 
and the provisions of section 9 of the aforementioned act, as amended, 

Respectfully submitted to the Senate and House of Representatives, 

FRANK THOMPSON, Jr., 
JoHN Kyt, 
Members on the Part of the House. 


Ouin D. JoHNston, 
FRANK CARLSON, 
Me mbers on the Part of the Se nate, 


O 
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INCREASING THE EFFICIENCY OF THE ORGANIZATION 
OF THE COAST GUARD 


FEBRUARY 29, 1960. Committed to the Committee of the Whole House on the 
State of the Union and ordered to be pri ted 


Mr. BONNER, from the ( ‘ommittee on \ferchant Marine and Fisheries, 


submitted the following 


REPORT 
[To accompany H.R. 9449 


The Committee on Merchant Marine and Fisheries, to whom was 
referred the bill (H.R. 9449) to amend certain sections of title 14, 
United States Code, relating to personnel matters in the U.S. Coast 
Guard, and for other purposes, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pas 

PURPOSE OF THE BILL 


The purpose of the bill, recommended by the Department of the 
Treasury, is to increase the efficiency and effectiveness of the U.S. 
Coast Guard by improvement in certain basic statutes relating to and 
governing Coast Guard organization, composition, and _ personnel 
administration. The proposal would amend certain applicable pro- 
visions of title 14, United States Code, pertaining to 

The administration of enlisted personnel of the Coast Guard; 
‘he administration of commissioned officer personnel of the 
Coast Guard; 
The administration of the Coast Guard Academy at New 
London, Conn ‘aia 
The administration of the Office of the Commandant at Coast 
Guard ea 

In general, the bill would bring the organization of the Coast Guard 
into line with its present-day responsibilities, and would place it more 
closely into appropriate relationship with the other military services 
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2 INCREASE EFFICIENCY OF THE COAST GUARD 
NEED FOR ‘LEGISLATION 


The main features of the bill and the need therefor are summarized 
as follows: 


1. Increase the present limitation of 4 years, applicable to extensions of 
enlistments, to a new limitation a 6 years 


Existing law provides for voluntary extensions of enlistments by 
enlisted personnel for a total period not to exceed 4 full years. Modern 
technology, involving new weapons, electronic devices and systems, 
and the Various training programs involving highly technical skills, 
have found the Coast Guard handicapped under the existing restric- 
tion on extensions of enlistment. It has been found in the Coast 
Guard, as in the other services, that in order to provide suflicient and 
efficient technical training and to be assured of benefits therefrom, it 
is necessary that enlisted personnel have obligated service of from 1 
to 6 years prior to being accepted for additional training. 


Increase the present limitation of 3,000 commissioned officers to a 
new limitation of 3,500 commissioned officers 


Existing law presently fixes a limit of 3,000 on the total number of 
commissioned oflicers on the active list, including permanent, tem- 
porary, temporary service and Reserve officers on active duty, but 
excluding commissioned warrant officers. 

It is estimated that during the latter half of fiscal year 1960 or the 
early part of fiscal year 1961, the requirement for all purposes in the 
service will exceed 3,000 commissioned officers. -Incre: asing demands 
on established activities, together with needs for the implementation 
of the Federal Boating Act of 1958, and expansion of the long-range 
aid to navigation (loran) programs leave no alternative but an increase 
in officer strength. The proposed increase is deemed reasonable, 
necessary, and urgent. 


3. Improve the composition and organization of both the civilian teaching 
staff and the permanent commissioned teaching staff at the Coast 
Guard Academy, New London, Conn. 


Currently, appointments to positions on the teaching staff at the 
Academy are made subject to the competitive provisions of the civil 
service laws and regulations. Many desirable individuals are reluc- 
tant to “compete” for a teaching position at the Academy for various 
reasons. Such a requirement unduly restricts the appointing author- 
ity in his selection of applicants and does not conform to the manner 
of selection and employment utilized at the U.S. Naval Academy and 
leading higher institutions of learning. The restriction on the number 
of civilians so employed to eight has hampered the administration of 
the Academy. The need for more civilian teachers, and accompany- 
ing flexibility in their employment, has increased with the gradual 
expansion of the Academy to fulfill the growing needs of the service. 

With the increased need for commissioned officers in the service 
over the past decade the number of graduates from the Academy has 
increased, necessitating a larger permanent commissioned teaching 
staff with flexibility in its composition to permit adjustments when 
demands upon the Academy change. The current restrictions on the 
number of professors, associate professors, assistant professors, and 
instructors preclude expansion and appropriate distribution of the 
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teaching staff to conform to patterns of teaching staffs adopted at 
modern contemporary institutions. 

In the opinion of your committee the proposed conservation 
changes are necessary, as recommended. 


4. Improve the organization and composition of the Office of the Com- 
mandant at Coast Guard Headquarters 

There are four items included in this general proposal: 

(a) Elimination of the present requirement for the statutory appoint- 
ment of the Engineer in Chief —Your committee understands that the 
requirement for the statutory appointment of the Engineer in Chief 
is a relic of the days when the Coast Guard had an engineering “staff 
corps.” The abolishment of the staff corps some years ago and the 
progressive organizational development of the service since that time 
have, together, logically removed the need for a continuation of this 
requirement. ‘Today, in fact, the Engineer in Chief as Chief of the 
Office of Engineering has, from an organization standpoint, exactly 
the same stature as the other chiefs of offices of the Coast Guard 
(Operations, Personnel, Merchant Marine Safety, and Comptroller). 
In addition, there appears to be obvious good reason for the Com- 
mandant to have the same administrative flexibility in selecting, 
assigning, and determining the tour of duty of the Engineer in Chief 
that he presently possesses in respect to all other headquarters chiefs 
of offices. 

In approving this logical change in existing law your committee 
wishes to emphasize its belief in the great importance today of a 
strong and vigorous engineering component in the Coast Guard. The 
rapidly acce le ‘rating progress of tec hnological developments in all the 
fields of concern to the Coast Guard make it imperative that its 
organization be both qualitatively and quantitatively competent to 
meet its increased responsibilities efficiently and effectively. The 
committee’s adoption of this recommendation is predicated upon this 
understanding. 

(6) Elimination of the present requirement for a fixed 4-year term 
upon appointment of the Assistant Commandant, and, in liew thereof, 
provision for administrative selection and designation of such officer.— 
The Assistant Commandant is the immediate and primary assistant 
to the Commandant and, as such, is the second senior officer in the 
Coast Guard. He performs such duties as the Commandant may 
prescribe and acts as Commandant during the absence or disability 
of the Commandant. 

Administratively, no special advantage or benefit is attached to the 
requirement for a fixed 4-year term of the Assistant Commandant. 
On the other hand, however, it is extremely desirable that the Com- 
mandant and the Secretary have adequate administrative flexibility 
in designating an officer to this post. The ability to prescribe the 
tour of duty of an Assistant Commandant to coincide precisely with 
administrative needs at any given time has obvious merit. 

The revised wording in this bill provides that the officer designated 
to serve as Assistant Commandant be selected from among those 
officers on the active list holding a permanent commission as captain 
or above. Presently, an officer with the grade of commander could 
be appointed as Assistant Commandant. 

The proposed changes in this connection would follow the procedure 
prescribed by law in the administrative assignment of the Vice Chiefs 
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of Staff, U.S. Army and U.S. Air Force, the Assistant Comm: indant, 
U.S. Marine C orps, and the fees Chiefs of Naval Operations, U.S. 
Navy. 

(c) Provision for the increased grade of admiral for a commandant, 
while so serving.—The grade of an officer while serving as Comm: indant 
is presently fixed as vice admiral. The great increase in the variety 
and scope of the Coast Guard’s responsibili ties and their consequent 
effect upon the duties of the officer serving as Commandant manifestly 
justify the proposed elevation of his rank to that of admiral. The 
change is in accord with top echelon organization of the other military 
services 

Among the many sound points brought out in the executive com- 
munication, which is made a part of this report, your committee 
repeats for emphasis the following very pertinent statement high- 
lighting the nature of the Coast Guard Commandant’s job: 


As Commandant of the Coast Guard, an officer while so 
serving has on the order of 35,000 personnel, both military 
and civilian, under his command and supervision; he is 
responsible for the operation and maintenance of some 
1,750 separate Coast Guard facilities located within the 
continental United States and in many overseas areas; he 
has in his custody and good keeping Government property 
valued at nearly $2 billion; he controls and administers 
Government spending on the order of about a quarter 
billion dollars each year; and his total ‘job’? encompasses 
some 20 to 30 s« :paratel) identifiable duties, demanding a 
wide range of experience, knowledge, and know-how. 


(d) Provision for the incre ased grade of vice adm iral for an Assistant 
Commandant, wh ile SO Sé rving, and h is retire ment. The need for this 
change is evident from the preceding comments relating to the 
increased grade of the Commandant. In view of the weight of 
responsibility imposed upon the Assistant Commandant and the 
vital nature of his position, whether acting in assistant or full com- 
mand capacity, it is entirely appropri: ite that he should hold a grade 
commensurate thereto, that of vice admiral. 

The bill also makes changes permitting retirement of the Assistant 
Commandant in three-star grade only after 2!4 years service in the 
office or physical disability while in office. Otherwise, eventual 
retirement would be in his regular permanent grade unless entitled 
to a higher retired grade pursuant to other provisions of law. 


COST OF THE LEGISLATION 


Enactment of this legislation will require only an insignificant 
increase in Coast Guard (Treasury Department) appropriations, 
It is estimated that the increased pay and allowances of the Com- 
mandant and Assistant Commandant in their higher grades and the 
increased retired pay of an average of two retired Commandants and 
two retired Assistant Commandants will not exceed about $11,000 
per year. 

DEPARTMENTAL RECOMMENDATIONS 


In reporting this bill without amendment your committce has 
adopted in full the recommendations of the Treasury Department as 
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proposed by Executive Communication No. 1579, dated December 8, 
1959, and the clear testimony presented at hearings on the bill by 
the Assistant Secretary of the Treasury and the Commandant of the 
Coast Guard. 

The executive communication and explanatory memorandum are 
as follows: 

OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, D.C., December, 8, 1959. 
The PRESIDENT OF THE SENATE. 

Sir: There is transmitted herewith a draft of a proposed bill to 
amend certain sections of title 14, United States Code, relating to 
personnel matters in the U.S. Coast Guard, and for other purposes. 

The general purpose of this proposal is to increase the efficiency and 
effectiveness of the Coast Guard by improvement in certain statutes 
relating to and governing Coast Guard organization, composition, and 
personnel administration. In broad terms, this proposal would serve 
to (1) increase the present limitation of 4 years applicable to exten- 
sions of enlistments to a new limitation of 6 years; (2) increase the 
present limitation of 3,000 commissioned officer personnel to a new 
limitation of 3,500; (3) improve the organization and composition of 
both the civilian teaching staff and the permanent commissioned 
teaching staff at the Coast Guard Academy; (4) improve the organiza- 
tion and composition of the top command by eliminating the present 
statutory position of Engineer in Chief; eliminating the present statu- 
tory term of 4 years for the Assistant Commandant; and providing 
for the increased grade of admiral for an officer while serving as 
Commandant, and of vice admiral for an officer while serving as 
Assistant Commandant; and (5) repeal certain pertinent portions of 
title 14 which would be rendered obsolete by the substantive changes 
proposed. 

The memorandum attached sets forth in greater detail the need for 
and nature of this proposal and an explanation and analysis of each 
provision of the proposed bill. 

It would be appreciated if you would lay the proposed bill before the 
Senate. A similar proposed bill has been transmitted to the Speaker 
of the House of Representatives. 

The Department has been advised by the Bureau of the Budget that 
there is no objection to the submission of this proposed legislation 
to the Congress. 

Very truly yours, 
A. GitmMorE FLUEs, 
Acting Secretary of the Treasury. 


MEMORANDUM 


Re Treasury proposed bill to amend certain sections of title 
14, United States Code, relating to personnel matters 
in the U.S. Coast Guard, and for other purposes. 


The general purpose of this proposed legislation is to 
increase the efficiency and effectiveness of the Coast Guard 
by improvement in certain basic statutes relating to and 
governing Coast Guard organization, composition, and per- 
sonnel sdeininaeiinn. As noted in the letter of transmittal 
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hereto, this proposal seeks to amend certain applicable pro- 
visions of title 14, United States Code, pertaining to— 
The administration of enlisted personnel of the Coast 
Guard; 
The administration of commissioned officer personnel 
of the Coast Guard; 
The administration of the Coast Guard Academy; and 
The administration of the Office of the Commandant 
at Coast Guard Headquarters. 

There follows a detailed explanation and analysis of each 
of these major areas of consideration. 

The administration of enlisted personnel of the Coast Guard 

Section 365 of title 14 presently provides for voluntary 
extensions of enlistments by enlisted personnel of the Coast 
Guard for a total period of not to exceed 4 full years. This 
proposed legislation would serve to increase this limitation 
to a period of not to exceed 6 full years. 

The introduction of new weapons, electronic devices, and 
systems in the Coast Guard today and the various training 
programs involving technical skills require enlisted personne! 
having consider ‘able background, experience, and training. 
In order to provide such training and be assured of the 
benefits resulting therefrom, it is necessary that such en- 
listed personnel have obligated service of from 1 to 6 years 
prior to being accepted for additional training. Individuals 
may obtain the necessary obligated service either by ex- 
tension of enlistment or reenlistment for a stipulated num- 
ber of years. However, in many cases, as a result of the 
existing restriction on extensions of enlistment, the indi- 
vidual member may acquire sufficient obligated service only 
by being discharged early for the convenience of the Gov- 
ernment and immediately reenlisting for the required number 
of years necessary to qualify him as eligible for the desired 
specialized training. Early administrative discharges of 
this type are often undesirable to both the individual and 
the Coast Guard. It may be undesirable to the individual 
member since an early discharge from a prior enlistment. for 
which a reenlistment bonus has been paid requires a pro 
rata return of that portion of the bonus for time not actually 
served in the previous enlistment. The Coast Guard also 
would prefer a simple extension of enlistment in lieu of 
early discharge inasmuch as the administrative work re- 
quired i in the case of a discharge and subsequent reenlistment 
is necessarily considerably greater. 

Therefore, in order that highly qualified personnel may 
be attracted to advanced training programs without loss of 
benefits and also to permit more economical and efficient 
administration by the Coast Guard, this change in the 
extension of enlistments has been recommended. 


The administration of commissioned officer personnel of the 
Coast Guard 


Section 42 of title 14 presently fixes a limit of 3,000 on the 
total number of commissioned officers on the active list of 
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the Coast Guard, including permanent, temporary, tem- 
porary service, and Reserve officers on active duty, but 
excluding commissioned warrant officers. The amendment 
to this section proposed would increase the limit to 3,500. 

The authorized commissioned officer billets in the service 
on December 1, 1958, showed 2,885 persons. The military 
personnel billet plan in support of the Coast Guard’s fiscal 
vear 1960 budget includes a commissioned officer strength 
of 2,957. Not included in this latter figure is a tentative 
increase of 42 commissioned officers required as an initial 
increment for implementation of the Federal Boating Act 
of 1958 (Public Law 85-911) and approximately 52 more for 
the mae A and loran C program expansion in fiscal years 
1960 and 1961. It is estimated that on July 1, 1959, a total 

of 2,978 commissioned officers will be required i in the service 
for all purposes, and that thereafter, due to expansion of the 
loran programs alone, this total requirement will exceed 
3,000 at some time during the latter part of fiscal year 1960 
or the early part of fiscal year 1961. The permanency of 
the programs undertaken which require additional officers 
leaves no alternative but to request of the Congress an in- 
crease in officer strength. The Nation’s Naval Establish- 
ment could well use these additional trained officers during 
an emergency. The increase requested is_ reasonable, 
necessary, and urgent. 

The administration of the Coast Guard Academy 

Presently, sections 186 through 191 of title 14 make pro- 
visions for the composition, organization, method of ap- 
pointment, grade level, credit for service, and retirement for 
both the civilian teaching staff and the permanent commis- 
sioned teaching staff at the Coast Guard Academy. This 
proposed legislation would serve to improve the overall ad- 
ministration of the Academy by making appropriate modi- 
fications in certain existing statutory provisions, applicable 
to both the civilian and permanent commissioned teaching 
staffs at the Academy. 

Currently, appointments to positions on the teaching staff 
at the Academy are made subject to the competitive provi- 
sions of the civil service laws and regulations. Many desir- 
able individuals are reluctant to “compete” for a teaching 
position at the Academy for various reasons. Such a require- 
ment unduly restricts the appointing authority in his selection 
of applicants and does not conform to the manner of selection 
and employment utilized at the U.S. Naval Academy and 
leading higher institutions of learning. The restriction on 
the number of civilians so employed to eight has hampered 
the administration of the Academy. The need for more 
civilian teachers has increased with the gradual expansion of 
the Academy to fulfill the growing needs of the service. 
There has not been the necessary accompanying flexibility 
in the employment of civilian members of the teaching staff. 
The term “civilian instructor” has been broadened to “civil- 
ian member of the teaching staff’ to include all forms of 
civilian teaching employment and the various titles of these 
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members, and to conform to the group nomenclature utilized 
in describing the permanent commissioned teaching members 
in sections 187, 188, 189, and 190 of title 14. This term has 
been utilized also in describing a similar group of teaching 
individuals in title 10 of the United States Code which relates 
to the U.S. Naval Academy. 

With the increased need for commissioned officers in the 
service over the past decade the number of graduates from 
the Academy has increased, necessitating a larger permanent 
commissioned teaching staff with flexibility in its composition 
to permit adjustments when demands upon the Academy 
change. The current restrictions on the number of professors, 
associate professors, assistant professors, and instructors pre- 
clude expansion and appropriate distribution of the teaching 
staff to conform to patterns of teaching staffs adopted at 
modern contemporary institutions. 

The descriptive adjective ‘“‘commissioned”’ has been deleted 
when reference is made to an instructor on the permanent 
commissioned teaching staff inasmuch as the descriptive term 
applies to all the teachers in this group and is misleading when 
used only before the word “instructor.” The change has been 
made for purposes of clarity. 


The administration of the Office of the Commandant at Coast 
Guard Headquarters 

There are four items included in this general proposal, as 
follows: 

1. Elimination of the present requirement for the statutory 
appointment of the Engineer in Chief of the Coast Guard.— 
Section 47 of title 14 presently provides for the statutory 
appointment of the Engineer in Chief of the Coast Guard; 
section 48 provides for the permanent grade and placement 
on the active list of an officer whose statutory term of 
service as Engineer in Chief has expired; and section 49 
provides for the retirement of an officer who has served as 
Engineer in Chief for a specified period of years. This pro- 
posed legislation would abolish the statutory office of the 
Engineer in Chief of the Coast Guard, and repeal the pro- 
visions of title 14 applicable to this office. 

The requirement for the statutory appointment of the 
Engineer in Chief of the Coast Guard is a relic of the days 
when the Coast Guard had an engineering “staff corps.” 
The abolishment of the staff corps some years ago and the 
progressive organizational development of the Coast Guard 
since that time have, together, logically removed the need 
for a continuation of this requirement. 

Today, the Engineer in Chief of the Coast Guard is the 
Chief of the Office of Engineering, and in Coast Guard 
organization as now defined, he has exactly the same stature 
as the other chiefs of offices of the Coast Guard (Operations, 
Personnel, Merchant Marine Safety, and Comptroller). It 
has never been necessary to provide for statutory appoint- 
ment of the chiefs of headquarters offices, nor is there any 
remaining valid reason for the continuation of the statutory 
appointment process in the case of the Engineer in Chief. 
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On the other hand, there is obvious good reason for the 
Commandant of the Coast Guard to have the same adminis- 
trative flexibility in selecting, assigning, and determining 
the tour of duty of the Engineer in Chief that he presently 
possesses in respect to all other headquarters chiefs of offices. 
Each of these officers, including the Engineer in Chief, is a 
principal staff assistant to the Commandant under the 
Assistant Commandant; each has a comparable place in 
the basic organization of the Coast Guard; and each has 
equal respansibility in his respective staff area. It follows 
logically, then, that each of these officers should be subject 
to the same process of designation and assignment. 

2. Elimination of the present requirement for a fixed 4-year 
term upon appointment of the Assistant Commandant of the 
Coast Guard, and statutory provision, instead, for the adminis- 
trative selection and designation of such officer.—Sections 47, 
48, and 49 of title 14 relate to the appointment, subsequent 
active service, and retirement of the Assistant Commandant 
of the Coast Guard. This proposed legislation seeks to 
eliminate the present requirement for a fixed 4-year term of 
office for this officer, but at the same time it would continue 
to provide for his administrative selection and designation. 
This change would follow the procedure prescribed by law 
(title 10) in administrative assignment of the Vice Chiefs of 
Staff, U.S. Army and U.S. Air Force, the Assistant Command- 
ant, U.S. Marine Corps, and the Deputy Chiefs of Naval 
Operations, U.S. Navy. 

The Assistant Commandant is the immediate and primary 
assistant to the Commandant and, as such, is the second 
senior officer in the Coast Guard. Under present (and 
proposed) law, the Assistant Commandant performs such 
duties as the Commandant may prescribe and acts as Com- 
mandant during the absence or disability of the Command- 
ant. This is an important and responsible position in 
Coast Guard organization. 

Administratively, no special advantage or benefit is 
attached to the requirement for a fixed 4-year term of the 
Assistant Commandant. An officer normally chosen for the 
position of Assistant Commandant will have already under- 
gone close screening by the usual procedure prescribed for 
selection and promotion to senior grade, and with the further 
close screening envisioned by the proposed legislation it is 
not considered that the fixed term will serve any further 
useful purpose. 

On the other hand, however, it is extremely desirable that 
the Commandant and the Secretary have adequate adminis- 
trative flexibility in designating an officer to this post. There 
is evident merit in being able to prescribe the tour of duty of 
an Assistant Commandant to coincide precisely with ad- 
ministrative needs at any given time. This is not now 
possible since under the present statutory requirement this 
officer must be appointed for a specified tenure of office. 
This can preclude sufficient ‘stagger’ in assignment for 
continuity of administration and might lead to a situation 
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in which a Commandant is unable to terminate the services 
of an officer in the position of Assistant Commandant, 
though this officer may lack capability or suitability for 
continuance in this office. 

Under the proposed legislation sufficient safeguards would 
be provided for these contingencies. The present require- 
ment for the statutory appointment of the Assistant Com- 
mandant to flag grade has been retained. The revised 
wording of this section also provides that the officer so 
designated to serve as Assistant Commandant be selected 
from among those officers on the active list holding a per- 
manent commission as captain or above. Presently, an 
officer with the grade of commander could be appointed as 
Assistant Commandant. This is inconsistent with the 
existing requirement that an officer must hold the grade of 
permanent captain to be promoted to the grade of rear 
admiral. 

3. Provision for the increased grade of admiral for a Com- 
mandant of the Coast Guard, while so serving.—Section 44 
of title 14 presently fixes the grade of an officer while serving 
as Commandant of the Coast Guard as vice admiral. The 
legislation proposed would serve to increase the grade of a 
Commandant to that of admiral. There are several signifi- 
cant considerations which prompt this proposal. 

First, there is the important consideration of proper com- 
position and organization of the Coast Guard. The Coast 
Guard, as is true of the other Armed Forces, can be likened 
to a “corporation” doing substantial “‘business,’’ and the 
Commandant of the Coast Guard can be readily compared 
with the “president” of a large corporation. As Com- 
mandant of the Coast Guard, an officer while so serving has 
on the order of 35,000 personnel, both military and civilian, 
under his command and supervision; he is responsible for 
the operation and maintenance of some 1,750 separate Coast 
Guard facilities located within the continental United States 
and in many overseas areas; he has in his custody and good 
keeping Government property valued at nearly $2 billion; 
he controls and administers Government spending on the 
order of about a quarter billion dollars each year; and his 
total “job” encompasses some 20 to 30 separately identifiable 
duties, demanding a wide range of experience, knowledge, and 
know-how. Moreover, as ‘‘president of the corporation,” he 
is in close and continuing contact with many of the top 
echelons of industry and of Government (both military and 
civilian). He must also maintain contact with many indi- 
viduals in private enterprises. In some instances, these 
“business” contacts are at the international level. In these 
respects the scope and content of responsibility involved and 
associated elements such as prestige are ‘“‘job’’ factors which 
cannot be regarded lightly. 

Second, it is important to emphasize that the present pro- 
posal to give the Commandant of the Coast Guard the higher 

rade of admiral is not without precedent. During World 
Nar II and until 1950, the Commandant did hold the grade 
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of admiral. Basically, this higher grade was a product of 
the war and a direct result of the mobilization requirement 
attandant thereto and, as such, was prompted partly by the 
Coast Guard’s increased wartime strength. Despite this, 
there is little doubt but that the decision at that time to 
provide the Commandant of the Coast Guard with the four- 
star grade of admiral was founded also on the logical desire to 
afford the Commandant suitable rank status within the 
Navy. It is significant, also, to note that the higher grade 
of admiral was first held by the Commandant during the 
war years when the Coast Guard was serving as a specialized 
but subordinate service under the Navy, rather than in its 
present-day status of an independent branch of the Armed 
Forces under the Treasury. Moreover, in the event of 
mobilization it would be desirable to have the Commandant 
in an equitable rank status with the chiefs of the other 
Armed Forces. 

Third, there are the related considerations of ‘‘rank-to- 
strength ratio” and “promotional opportunity” in the Coast 
Guard, as viewed in terms of parity with the other Armed 
Forces. Justification for the increased grade of the Com- 
mandant of the Coast Guard should not be based simply on 
a “me too” parity with the other services; nonetheless these 
are strong, contributing considerations. Generally speaking, 
the basic statutes governing the other Armed Forces provide 
in respect to each of these services that about 15 percent 
of the total number of flag or general officers in the respec- 
tive services may serve in the three- and four-star grades 
of vice admiral and admiral or lieutenant general and 
general. This means, in effect, that in the other services the 
ratio of officers serving in grades above rear admiral/major 
general to those serving in those grades is about 1 to 7, 
hence it follows that each officer serving in a two-star grade 
has about a 1 in 7 opportunity for further promotion to 
the three- or four-star grades. This is not presently the 
case in the Coast Guard. In terms of the Coast Guard’s 
“flag’’ strength of 17 officers, the ratio of officers serving 
in a grade above rear admiral to the number of officers in 
that grade is presently 1 in 16, since only the Commandant 
now holds a grade higher than two stars. This ratio is, 
of course, substantially less than that in the other Armed 
Forces, which is 1 in 7. However, if the changes advocated 
are accepted, the Coast Guard will then be allowed a ratio 
similar to that of the other services. There would then 
be 15 officers serving as rear admirals and 1 each as vice 
admiral and admiral. The promotional opportunity of 
rear admirals would then compare favorably with their 
contemporaries in the other Armed Forces. 

Finally, section 44 of title 14 presently provides that a 
Commandant may be appointed from among those officers 
on the active list who hold the permanent grade of com- 
mander or above. Here again, as has been pointed out 
earlier, this requirement should be revised to be consistent 
with the requirement that only captains are eligible for 
promotion to flag rank. 


11 








12 


INCREASE EFFICIENCY OF THE COAST GUARD 


4. Provision for the increased grade of vice admiral for an 
Assistant Commandant of the Coast Guard, while so serving, 
and his retirement.—Section 47 of title 14 presently fixes the 
grade of an officer while serving as Assistant Commandant 
of the Coast Guard as rear admiral (upper half). The 
revision of this section being proposed would serve to increase 
this grade to that of vice admiral. Justification for this 
proposal should be evident from earlier discussions in this 
memorandum relating to the increased grade of the Com- 
mandant. In addition, inasmuch as the Assistant Com- 
mandant ranks next after the Commandant and is the 
second senior officer in the Coast Guard, the duties and 
responsibilities of the Commandant’s office devolve upon 
him during the absence or disability of the Commandant or 
in the event of a vacancy in the office of Commandant. It is 
obvious that the total ‘‘job”’ of the Assistant Commandant is 
similar to that of the Commandant. In view of the weight 
of responsibility imposed upon the Assistant Commandant 
and the vital nature of his position, it is only appropriate 
that he should hold a grade commensurate with his “job,” 
that of vice admiral. 

With the Commandant serving in the grade of admiral and 
the Assistant Commandant serving in the grade of vice 
admiral, there would be a natural and logical ‘‘ grade separa- 
tion” between the Commandant, the Assistant Commandant, 
and staff office chiefs and top line commanders (rear ad- 
mirals). At present the Assistant Commandant as a rear 
admiral is ‘“‘indistinguishable” from all other rear admirals, 
eradewise. This is not a proper recognition of his real 
status. The proposal to increase the grade of the Assistant 
Commandant to vice admiral would result in an executive 
pattern following accepted principles of sound organization 
and management. 

Finally, increasing the grade of the Assistant Commandant 
to vice admiral would give him equitable status with the 
second senior officer (the Assistant Commandant) of the 
Marine Corps, and more suitable status with the second 
senior officers in the other Armed Forces, all of whom serve 
in four-star grade. Retirement of the Assistant Comman- 
dant in three-star grade would be permitted only after 2% 
years’ service in this office or physical disability while in 
office, otherwise eventual retirement of this officer would be 
in his regular permanent grade unless entitled to a higher 
retired grade pursuant to other provisions of law except sec- 
tion 243 of title 14. 

The proposals to eliminate the requirement for the statu- 
tory appointment of the Assistant Commandant and the 
Engineer in Chief would not become effective until the ex- 
piration of the present terms of appointment held by the 
present incumbents. The proposals to increase the grades 
of the Commandant and the Assistant Commandant would 
become effective on the first day of the month following 
enactment of this act. 
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Cost and budget data 

Enactment of this legislation will require only an insig- 
nificant increase in Coast Guard (Treasury Department) 
appropriations. The added annual cost for the proposals 
contained herein would total approximately $8,900. This 
figure would include the future increased retired pay of an 
average of two retired Commandants and two retired Assist- 
ant Commandants, this being the average number of officers 
in these categories over the past several years. 


SECTIONAL ANALYSIS 

Section 1: 

Clause (1) amends section 41 of title 14 to include an admiral in the 
grades and ratings established in the Coast Guard. 

Clause (2) amends section 42 of title 14 to increase the commissioned 
officer strength of the Coast Guard from 3,000 to 3,500. 

Clause (3) amends section 44 of title 14 to provide for the appoint- 
ment of the Commandant from the active list of officers holding per- 
manent commissions as captains. The word “line’’ has been deleted 
to clarify this section as meaning that all permanent captains on the 
active list not restricted in the performance of duty shall be eligible 
for appointment as Commandant. The grade of the officer appointed 
as Commandant would be admiral with pay and allowances of that 
grade. 

Clause (4) repeals section 45 of title 14, which provided for the 
permanent grade of the Commandant on expiration of his term of 
appointment. Retirement of the Commandant with appropriate 
grade will be compulsory under revised section 46. 

Clause (5) amends section 46 of title 14 relating to the retirement of 
the Commandant. Retirement of this officer shall be compuslory if 
he is not reappointed. The grade of the Commandant upon retire- 
ment shall be admiral with retired pay of that grade except wherein 
the length of service in the office of Commandant has been less than 
215 years, in which instance the officer shall retire in his permanent 
grade with retired pay of that grade. In the event of retirement due to 
physical disability while serving in the office of Commandant he shall 
be retired with the grade and retired pay of admiral regardless of his 
length of service in office. 

Clause (6) amends and consolidates sections 47, 48, and 49 of title 14, 
which provided for the appointment of the Assistant Commandant 
and Engineer in Chief, their permanent grade on expiration of term, 
and their retirement. The appointment and statutory office of the 
Engineer in Chief has been abolished. The Assistant Commandant 
will be recommended for this office by the Commandant. The officer 
appointed as Assistant Commandant shall be from among those 
officers holding the permanent grade of captain or above. Such ap- 
pointment shall be effective on the date such officer assumes such duty 
and shall terminate on the date that he is detached from such duty. 
The Assistant Commandant while so serving shall have the grade, pay, 
and allowance of vice admiral and shall rank next after the Com- 
mandant. During the absence or disability of the Commandant or in 
the event of a vacancy in the office of Commandant he shall act as 
Commandant. The Assistant Commandant shall perform such duties as 
the Commandant may prescribe. The Assistant Commandant would be 
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eligible for retirement in three-star eri ade despite total service but only 
upon completion of a minimum of 234 years of service in that office or in 
the event of physical disability while | in office. Otherwise this officer 
upon eventual retirement would retire in his regular permanent grade 
with pay of such grade unless entitled to a higher retired grade under 
other provisions of law except as provided in section 243 of title 14, 

Clause (7) repeals sections 48 and 49 of title 14 which provided for 
the permanent grade of Assistant Commandant and Engineer in 
Chief on expiration of their respective terms of appointme nt, and the 
retirement of these two officers. (See explanation under clause (6) 
and sec. 3 of this analysis.) 

Clause (8) is a technical amendment to the analysis of chapter 3 
of title 14 to reflect the amendments made by clauses (4), (6), and (7), 

Clause (9) amends section 186 of title 14 to provide for the appoint- 
ment of civilian members of the teaching staff without resort to the 
civil service laws or regulations, to authorize the Secretary of the 
Treasury to prescribe titles and duties for these persons, to remove 
the restriction on the number of civilian persons serving on the teach- 
ing staff and to identify and clarify the status of these civilian persons, 

Clause (10) amends section 187 of title 14 to remove the restriction 
on the number of professors, associate professors, assistant professors, 
and instructors on the permanent commissioned teaching staff at the 
Academy. The amendment also removes the requirement that the 
librarian be a member of the permanent commissioned teaching staff. 

Clause (11) amends section 188 of title 14 to clarify this section and 
and retain consistency with section 187 as amended. 

Clause (12) amends section 189 of title 14 to clarify this section 
and retain consistency with sections 187 and 188 as amended. 

Clause (13) amends section 190 of title 14 to clarify this section 
and retain consistency with sections 186, 187, 188, and 189 as amended. 

Clause (14) amends section 191 of title 14 to clarify this section 
and retain consistency with sections 186, 187, 188, 189, and 190 as 
amended. 

Clause (15) is a technical amendment to change an item in the analy- 
sis of chapter 9 of title 14 to reflect the amendment made in clause 
(14)(A). 

Clause (16) amends section 222 of title 14 to delete reference to the 
precedence of the Assistant Commandant. This is now contained in 
the revised section 47. (See clause (6).) 

Clause (17) amends section 247(c) of title 14 to delete provision 
exempting from involuntary retirement the Assistant Commandant 
and Engineer in Chief and the provision relating to the inclusion of 
time served in statutory appointive offices to determine eligibility for 
involuntary retirement upon vacation of office. Provisions deleted 
unnecessary in view of ¢ senpaleor: v retirement of Commandant (clause 
(5)), temporary grade of Assistant Commandant (clause (6)), and 
abolishment of statutory office of Engineer in Chief (clauses 6} and 
(7)). 

Clause (18) amends section 365 of title 14 to authorize an extension 
of enlistment for any period not exceeding 6 full vears, to authorize 
reextensions of enlistment for any period so long as the total of such 
extension and reextensions does not exceed 6 full years. 

Clause (19) amends section 462 of title 14 to except the permanent 
rear admiral grades which the Commandant and Assistant Com- 
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mandant may hold in computing the division of rear admirals on the 
active list into upper and lower half. 

Section 2 provides that the increased grades of the Commandant and 
Assistant Commandant to admiral and vice admiral, respect*vely, 
shall become effective on the first day of the month following enact- 
ment of this act. 

Section 3 preserves to the present incumbents serving in the offices 
of Commandant, Assistant Commandant, and Engineer in Chief all 
rights, benefits, and privileges that these officers would have been 
entitled to but for the passage of this act and it preserves to them their 
offices until expiration of their respective terms. 

The Director, BurEAU oF THE BupGET 

Si: There are transmitted herewith copies of a proposed 
bill to amend certain sections of title 14, United States 
Code, relating to personnel matters in the U.S. Coast 
Guard, and for other purposes, which the Treasury Depart- 
ment proposes to transmit to Congress, together with copies 
of letters of transmittal. 

In the event that the bill is enacted, it is estimated that 
the added annual cost for the proposals would total approxi- 
mately $8,900. 

It is requested that you advise the Department of the 
relationship of the proposed legislation to the program of the 
President. 

Very truly yours, 
Netson P. Ross, 


General Counsel. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


TITLE 14—COAST GUARD 


§ 41. Grades and ratings. 

In the Coast Guard there shall be an admiral; a vice admiral; rear 
admirals; captains; commanders; lieutenant commanders; lieutenants ; 
lieutenants (junior grade); ensigns; chief warrant officers, W-4; chief 
warrant officers, W-3; chief warrant officers, W-2; cadets; warrant 
officers, W-1; and enlisted men. Enlisted men shall be distributed in 
ratings established by the Secretary. 

§ 42. Number and distribution of commissioned officers. 

The total number of commissioned officers, including permanent, 
temporary, temporary service, and reserve officers on active duty, and 
excluding commissioned warrant officers, on the active list of the Coast 
Guard shall not exceed [three thousand] three thousand five hundred. 
Included in this number are the extra numbers in grade which under 
law operate to increase the authorized number of line officers upon 
separation or retirement of the person holding that number, and the 
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members of the permanent commissioned teaching staff of the Coast 
Guard Academy—who shall not be considered as extra numbers in 
grade. The commissioned officers shall be distributed in the grades 
of rear admiral, captain, commander, lieutenant commander, lieu- 
tenant, lieutenant (junior grade), and ensign in the same percentages 
as prescribed by Act of Congress for the Navy. To determine the 
authorized number of officers in the various grades as provided in this 
section the computation shall be based on the actual number of officers 
on active duty, including permanent, temporary, and reserve officers 
on active duty, but not including extra numbers in the Coast Guard 
at the date of making the computation. The Secretary shall, at least 
once each year, make such a computation, and the resulting numbers 
in the various grades as so computed shall be held and considered for 
all purposes as the authorized number in such various grades, except 
that the authorized number for a grade is temporarily increased during 
the period between one computation and the next by the number of 
officers originally appointed in that grade during that period and the 
number of officers of that grade for whom vacancies exist in the next 
higher grade but whose promotion has been delayed for any reason, 
The nearest whole number shall be regarded as the authorized number 
in case fractions result in the computation. The Secretary may, 
however, as he may from time to time determine the needs of the Coast 
Guard require, reduce the percentages applicable to any grade above 
lieutenant commander, and in order to compensate for such reduc- 
tion increase correspondingly the percentages applicable to any grade 
or grades below the grade or grades in which such percentages are so 
reduced. No officer shall be reduced in permanent grade or pay or 
removed from the active list of the Coast Guard as the result of any 
computation or determination made by the Secretary to establish the 
number of officers in the various grades. 


§ 44. Commandant; appointment. 


The President may appoint, by and with the advice and consent of 
the Senate, one Commandant for a period of four years, who may be 
re appointed for further periods of four years, who shall act as Chief of 
the Coast Guard. The Commandant shall be appointed from the 
active list of [line] officers who hold a permanent commission as 
[commander] captain or above, and who have comple ted at least ten 
years of service as a commissioned officer in the Coast Guard. The 
Commandant, while so serving, shall have the grade, pay, and allow- 
ances of [vice] admiral. The position vacated by an officer appointed 
Commandant shall be filled by promotion according to law. 


[§ 45. Permanent grade of Commandant on expiration of term.] 
{If the Commandant is not retired during or on the expiration of 
his term of service as Commandant, such officer, at the expiration of 
such term of service, shall have the permanent grade of rear admiral, 
with the pay and allowances of a rear admiral (upper half) and shall 
be carried as an additional number in that grade until the number of 
rear admirals (upper half) is reduced to the number authorized by 
law.] 
[§ 46. Retirement of Commandant.] 


[Upon completion of three years or more of service as Commandant, 
any officer who is so serving or who has so served may, at any time 
thereafter without regard to total length of service, upon his own 
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application, in the discretion of.the President, be retired from active 
service and, unless entitled by law to retirement with higher grade or 
pay, shall be placed on the retired list with the grade and retired pay 
of vice admiral. A Commandant who is retired for physical dis- 
ability during his term of service as Commandant shall, unless entitled 
by law to retirement at a higher grade or pay, be placed on the retired 
list with the grade and retired pay of vice admiral.] 


§ 46. Retirement of Commandant 


(a) Any commandant who is not reappointed shall, at the expiration of 
his term, be retired with the grade and retired pay of admiral. 

(b) A Commandant who is retired by physical disability shall be 
placed on the retired list with the grade and retired pay of admiral. 

(c) Upon completion of two and one-half years or more of service as 
Commandant, any officer who is so serving may, at any time thereafter 
without regard to total length of service, upon his own application, in the 
discretion of the President, be retired with the grade and retired pay of 
admiral. ; 

(d) A Commandant who retires within two and one-half years of the 
date of his original appointment as Commandant shall retire in his 
permanent grade and with the retired pay of that grade. 


(§ 47. Assistant Commandant and Engineer in Chief; appoint- 
ment.] 

[The President may appoint, by and with the advice and consent 
of the Senate, one Assistant Commandant for a period of four years, 
who may be reappointed for further periods of four years, and one 
Engineer in Chief for a period of four vears, who may be reapppointed 
for further periods of four years. The Assistant Commandant shall 
rank next after the Commandant, shall perform such duties as the 
Commandant may prescribe and shall act as Commandant during the 
absence or disability of the Commandant or in the event that there is 
a vacancy in the office of Commandant. The Assistant Commandant 
shall be selected from the active list of officers not below the grade of 
commander, and the Engineer in Chief shall be selected from the active 
list of officers not below the grade of commander who have qualified 
for engineering duty. The Commandant shall make recommenda- 
tions for such appointments. The Assistant Commandant and En- 
gineer in Chief shall, while so serving, have the grade of rear admiral 
and the pay and allowances of rear admiral (upper half). The posi- 
tion vacated by officers appointed Assistant Commandan tor Engineer 
in Chief shall be filled by promotion according to law.] 

§ 47. Assistant Commandant; assignment; retirement 

(a) The President may appoint, by and with the advice and consent 
of the Senate, one Assistant Commandant who shall rank next after the 
Commandant, shall perform such duties as the Commandant may pre- 
scribe and shall act as Commandant during the absence or disability of 
the Commandant or in the event that there is a vacancy in the office of 
Commandant. The Assistant Commandant shall be selected from the 
active list of officers who hold a permanent commission as captain or 
above. The Commandant shall make recommendation for such appoint- 
ment. The Assistant Commandant shall, while so serving, have the 
grade of vice admiral with pay and allowances of that grade. The ap- 
pointment of an Assistant Commandant shall be effective on the date the 
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officer assumes such duty, and shall terminate on the date he is detached 
from such duty. 

(6) An Assistant Commandant, while so serving, who is retired for 
physical disability shall be placed on the retired list with the grade and 
retired pay of vice admiral. 

(c) Upon completion of two and one-half years or more of service as 
Assistant Commandant, any officer who is so serving may, at any time 
thereafter without regard to total length of service, upon his own ap plica- 
application, in the discretion of the President, be retired with the grade 
and retired pay of vice admiral unless entitled to a higher retired grade 
under other provisions of law. 

(d) An Assistant Commandant who retires within two and one-half 
years of the date of his original assignment as Assistant Commandant 
shall retire in his permanent grade and with the retired pay of that grade 
unless entitled to a higher retired grade under other provisions of law. 
However, section 243 of this title shall not apply to an officer retiring 
within two and one-half years of the date of his original assignment as 
Assistant Commandant. 


[§ 48. Permanent grade of Assistant Commandant and Engineer in 
Chief on expiration of term.] 

[Officers whose terms of service as Assistant Commandant or En- 
gineer in Chief have expired shall take their place on the lineal list in 
the permanent grade that they would have attained had they not 
served as Assistant Commandant or Engineer in Chief, and shall be 
additional numbers in those grades.] 


[ §49. Retirement of Assistant Commandant and Engineer in Chief.] 

[Upon retirement any officer who is serving, or has served not less 
than two and one-half years, as Assistant Commandant or Engineer 
in Chief, unless entitled to retire at a higher grade or pay under other 
provisions of law, shall retire with the grade of rear admiral and with 
the retired pay of a rear admiral (upper half).] 


Chapter 3—COMPOSITION AND ORGANIZATION 
Sec. 
41 Grades and ratings. 
42 Number and distribution of commissioned officers. 
43 Relative rank of commissioned officers with respect to Army and Navy. 
44 Commandant; appointment. 
(45. Permanent grade of Commandant on expiration of term.] 
46. Retirement of Commandant. 
(47. Assistant Commandant and Engineer in Chief; appointment.] 
47. Assistant Commandant; assignment; retirement. 
(48. Permanent grade of Assistant Commandant and Engineer in Chief on ex- 
piration of term.] 
(49. Retirement of Assistant Commandant and Engineer in Chief.] 


[§ 186. Civilian instructors.] 

[The Secretary may appoint in the Coast Guard, subject to the 
competitive provisions of the civil-service laws and regulations, such 
number of civilian instructors as the needs of the Service require, 
not to exceed eight, whose compensation shall be fixed in accordance 
with the Classification Act of 1949, as amended. Leaves of absence 
and hours of work for such civilian instructors shall be governed by 
regulations issued by the Secretary of the Treasury, without regard 
to section 84, chapter 18, subchapter IV of chapter 21, sections 1112, 
1113, and 1121-1125, and chapter 23, of Title 5.J 
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§ 186. Civilian teaching staff 
The Secretary may appoint in the Coast Guard such number of civilian 

members of the teaching staff at the Academy as the needs of the Service 
may require, whose compensation shall be fixed in accordance with the 
Classification Act of 1949, as amended. They shall have such titles and 

erform duties as prescribed by the Secretary. Leaves of absence and 
Same of work for such personnel shall be governed by regulations issued 
by the Secretary of the Treasury, without regard to section 84, chapter 18, 
subchapter IV of chapter 21, sections 1112, 1113, and 1121-1125, and 
chapter 23, of title 5. 
[§ 187. Permanent commissioned teaching staff; composition.] 


[The permanent commissioned teaching staff at the Academy shall 
consist of not more than three professors who may serve as heads of 
departments, and not more than twelve associate professors, assistant 

rofessors, and commissioned instructors, one of whom shall be the 
icuwian. They shall perform duties as prescribed by the Com- 
mandant, and exercise command only in the academic department of 
the Academy.] 


§ 187. Permanent commissioned teaching staff; composition 


The permanent commissioned teaching staff at the Academy shall con- 
sist of professors, associate professors, assistant professors and instructors, 
in such numbers as the needs of the Service require. They shall perform 
duties as prescribed by the Commandant, and exercise command only in 
the academic department of the Academy. 


§ 188. Appointment of permanent commissioned teaching staff. 


The President may appoint in the Coast Guard, by and with the 
advice and consent of the Senate, the professors, associate professors, 
assistant professors, and [commissioned] instructors who are to 
serve on the permanent commissioned teaching staff of the Academy. 
An original appointment to the permanent commissioned teaching 
staff, unless the appointee has served as a civilian [instructor] member 
of the teaching staff, regular commissioned officer, temporary com- 
missioned officer, or reserve commissioned officer in the Coast Guard, 
shall be a temporary appointment until the appointee has satisfac- 
torily completed a probationary term of four years of service; there- 
after he may be regularly appointed and his rank shall date from the 
date of his temporary appointment in the rank in which permanently 
appointed. 


§ 189. Grade of permanent commissioned teaching staff. 


Professors shall be commissioned officers with grade not above 
captain, associate and assistant professors with grade not above 
commander and [commissioned] instructors with grade not above 
lieutenant commander. All officers of the permanent commissioned 
teaching staff shall receive the pay and allowances of other commis- 
sioned officers of the same grade and length of service. When any 
such professor, associate professor, [or] assistant professor, or 
instructor is appointed or commissioned with grade less than the 
highest grade permitted, he shall be promoted under regulations 
prescribed by the Secretary. 
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§ 190. Retirement of permanent,commissioned teaching staff. 


Professors, associate professors, assistant professors, and [com- 
missioned] instructors in the Coast Guard shall be subject to retire. 
ment from active service for any cause on the same basis as other 
permanent commissioned officers of the Coast Guard, and service as a 
civilian [instructor or civilian librarian] member of the teaching staff 
at the Academy in addition to creditable servic authorized by any 
other law in any of the military services rende ne prior to an appoint- 
ment as a professor, associate professor, assistant professor, or [com- 
missioned J] instructor shall be credited in computing length of service 
for retirement purposes. ‘The provisions of law relating to retirement 
for disability in line of duty shall not apply in the case rof a professor, 
associate professor, assistant professor, or [commissioned] instructor 
serving under a temporary appointment. 


§ 191. Credit for service as [civilian instructor] member of civilian 
teaching staff. 

Service as a [civilian instructor or civilian librarian] member of the 
civilian teaching staff at the Academy in addition to creditable services 
authorized by any ‘other law in any of the military services rendered 
prior to an appointment as professor, associate profe ssor, assistant 
professor, or [commissioned] instructor shall be credited in computing 
aa h of service as a professor, associate professor, assistant professor, 
or {commissioned ] instructor for purposes of pay and allowances, 


Chapter 9—COAST GUARD ACADEMY 
Sec. 
181. Administration of Academy. 
182. Cadets; number, appointment, obligation to serve. 
183. Cadets; initial clothing allowance. 
184. Cadets; degree of bachelor of science. 
185. Cadets; appointment as ensign. 
186. Civilian instructors. 
187. Permanent commissioned teaching staff; composition. 
188. Appointment of permanent commissioned teaching staff. 
189. Grade of permanent commissioned teaching staff. 
190. ge ment of permanent commissioned teaching staff. 
(191. Credit for service as civilian instructor.] 
191. Credit for service as member of civilian teaching staff. 
192. Assignment of personnel as instructors. 
193. Advisory Committee. 
194. Annual Board of Visitors. 


222. Promotion of officers to flag rank. 

Commissioned officers, including extra numbers in grade, shall be 
promoted to the grade of rear admiral by selection, under such regu- 
lations as the Secretary shall prescribe. The precedence on the list 
of rear admirals shall be determined by the date of first appointment 
to that grade[[, except that the Assistant Commandant shall, while 
holding such office, be next in precedence to the Commandant]. 


§ 247. Rear admirals; involuntary retirement; retention on the active 
list. 
(a) *x* * * 
(b) *x* * * 
(c) Subsections (a) and (b) of this section do not apply to any 
officer serving as Commandant[, Assistant Commandant, or Engineer 
in Chief. However, time served in any of those offices shall be 
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included in any computation made under subsection (a) after the 
officer has vacated the office]. 


§ 365. Extension of enlistments. 


Under regulations prescribed by the Secretary, the term of enlist- 
ment of any enlisted man may, by voluntary written agreement, be 
extended and reextended for a period not exceeding [four] siz full 
years from the date of expiration of the then-existing term of enlist- 
ment, and subsequent to such date an enlisted man who so extends 
his term of enlistment shall receive the same pay and allowances in 
all respects as though regularly discharged and reenlisted immediately 
upon expiration of his term of enlistment. However, the total of all 
such extensions of an enlistment may not exceed six years. No such 
extension shall operate to deprive the enlisted man concerned, upon 
discharge at the termination thereof, of any right, privilege, or benefit 
to which he would have been entitled if his term of enlistment had 
not been so extended. 

§ 462. Pay and allowances of rear admirals. 

The number of rear admirals on the active list entitled to the pay 
and allowances provided by law for rear admirals of the upper half, 
exclusive of those [whose pay and allowances are specifically provided 
by this or any other law to be the pay and allowances of the upper 
half,J rear admirals who may be serving as Commandant and Assistant 
Yommandant, shall be one-half of the number of officers on the active 
list of that rank. Where the division results in an odd number, the 
odd number shall be placed in the upper half. No officer who has or 
may become entitled to the pay and allowances of a rear admiral of 
the upper half shall suffer a reduction of his pay and allowances 
solely by reason of the fact that the number of rear admirals may for 
any reason be reduced. 

O 
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AMENDING THE ACT ENTITLED “AN ACT TO PROVIDE BETTER 
FACILITIES FOR THE ENFORCEMENT OF THE CUSTOMS AND 
IMMIGRATION LAWS,” TO INCREASE THE AMOUNTS AUTHOR- 
IZED TO BE EXPENDED 


Fesruary 29, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Jones of Alabama, from the Committee on Public Works, sub- 
mitted the following 


REPORT 


[To accompany H.R. 10045] 


The Committee on Public Works, to whom was referred the bill 
(H.R. 10045) to amend the act entitled “An act to provide better 
facilities for the enforcement of the customs and immigration laws,” 
to increase the amounts authorized to be expended, having considered 
the same, report favorably thereon without amendment and recom- 
mend that the bill do pass. 


PURPOSE OF THE BILL 


The purpose of the bill is to increase the existing limitations on the 
amount of funds which may-be expended for the purpose of providing 
facilities for the enforcement of the customs and immigration laws, 
where no other suitable facilities exist. 


STATEMENT OF FACTS 


The Department of the Treasury has requested the enactment of 
this legislation and the Department of Justice has endorsed it. Letters 
from these Departments in support of the legislation follow: 


TREASURY DEPARTMENT, 
Washington, September 25, 1959. 
The SPEAKER OF THE House oF REPRESENTATIVES. 

Sir: There is transmitted herewith a draft of a proposed bill en- 
titled, ‘‘A bill to amend the act entitled ‘An Act to provide better 
facilities for the enforcement of the customs and immigration laws,’ 
to increase the amounts authorized to be expended.” 
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The purpose of the proposed legislation is to increase the existin 
limitations of $30,000 and $60,000 to $40,000 and $80,000, respec- 
tively, on the amounts of funds which may be expended to provide 
facilities for the enforcement of the customs and immigration laws, 
where no suitable facilities exist. There is attached a me morandum 
setting forth a detailed analysis of the proposed legislation. 

lt would be appreciated if you would lay the bill before the House 
of Representatives. A similar proposed bill has been transmitted to 
the President of the Senate. 

The Department has been advised by the Bureau of the Budget 
that there is no objection to the submission of this proposed legislation 
to the Congress. 

Very truly yours, 
A. GitmoreE FLUEs, 
Acting Secretary of the Treasury. 


MEMORANDUM 


Re Treasury proposed bill, to amend the act entitled “An Act to 
provide better facilities for the enforcement of the customs and 
immigration laws,’’ to increase the amounts authorized to be 
expended. 

The act of June 26, 1930, 46 Stat. 817, as amended by the act of 
October 10, 1940, 54 Stat. 1091, the act of September 26, 1951, 65 
Stat. 336, and by the act of May 18, 1956, 70 Stat. 159, authorizes 
the Secretary of the Treasury and the Attorney General to expend, 
from the funds appropriated for the general maintenance and opera- 
tion of the Customs and the Immigration and Naturalization Services 
respectively, the necessary amounts for the acquisition of land and 
the erection of buildings, sheds, and office quarters, including living 
quarters for officers where none are otherwise available, for the pur- 
pose of providing better facilities for enforcement at points along the 
Canadian and Mexican borders at which no Federal or other suitable 
buildings are available. 

The foregoing statute imposes a cost limitation of $30,000 on any 
one project which is for the use of one department, and a limitation 
of $60,000 where facilities are provided for the joint use of Customs 
and the Immigration and Naturalization Service. The proposed bill 
would increase these ceilings to $40,000 and $80,000, respectively. 

In 1930, when the original bill was enacted containing a $6,000 
limitation ($3,000 for each Service), construction costs were at their 
lowest ebb. The majority of buildings erected under this authoriza- 
tion were built between 1932 and 1936, and under these limitations, 
were two-story, approximately 24 feet by 34 feet, consisting of an 
office of less than 14 feet by 16 feet and two single-bedroom living 
units. Even at that time, in order to keep the costs within the limi- 
tations, it was necessary to eliminate many desirable features con- 
tained in the original plans. For example, no provision was made 
for comfort facilities for the traveling public. Other buildings erected 
under the same limitations were used solely for office space with the 
second floor unfinished. 

Almost immediately it was found that these buildings were wholly 
inadequate. The purpose of the legislation was to provide fac ‘ilities 
in isolated locations. No utilities were available, and wells, pumps, 
sewage and electric light systems had to be provided. 
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The original act was amended October 10, 1940, increasing the 
limitation to a total of $10,000, $5,000 for each Service. Due to re- 
strictions placed on construction denies the war, no buildings were 
constructed under this new authority. The act was again amended 
September 26, 1951, increasing the limitation to $30,000, $15,000 for 
each Service. Plans were drawn and bids solicited for one station 
under this new limitation. The lowest bid received was $45,719, and 
this was for an office and only one residence, not two as was contem- 
plated. One office building was constructed under the $30,000 limita- 
tion but many necessary features had to be eliminated before this was 
possible. Also the |: and was made available without cost to Customs. 

The act of May 18, 1955, 70 Stat. 159, increased the limitations to 
$60,000, $30,000 for ach Service. Three contracts have been let 
under this authority. In each instance, in order to bring the bids 
within the limitation, very — <1 down”’ buildings had to be speci- 
fied. Bids for the e omple te facilities as or iginally desired ranged up to 
nearly $80,000. This situation was found to be true particularly on 
buildings for the northern border. Customs and Immigration plan a 
rather extensive border building construction for the next few years, 
largely on the Canadian border. It will be extremely difficult, if not 
impossible, to provide adequate facilities in these colder areas within 
the present limitations. 

The limitations should be increased to $40,000 for each Service, or a 
total of $80,000, where a station is constructed for the joint use by the 
Customs and Immigration and Naturalization Services. In the event 
the limitation is increased, each project will be carefully examined to 
assure that only the essential facilities required for that location are 
wovided. Particular attention will be given the need for providing 
Ertan when existing living quarters may be available within com- 
muting distance over the more highly developed highways now in 
existence. 

U.S. DEPARTMENT OF JUSTICE, 
OFFICE OF THE Deputy ATTORNEY GENERAL, 
Washington, D.C., February 23, 1960. 
Hon. Cuarues A. Buck ey, 
Chairman, Committee on Public Works, 
House of Representatives, Washington, D.C. 

Dear Mr. CuarrmMan: This is in response to your request for the 
views of the Department of Justice concerning the identical bills (H.R. 
10045 and H.R. 10074) to amend the act entitled ‘An act to provide 
better facilities for the enforcement of the customs and immigration 
laws,’’ to increase the amounts authorized to be expended. 

The statute to be amended by this legislation authorizes the Secre- 
tary of the Treasury and the Attorney General to spend the money 
necessary for the acquisition of land and the erection of facilities to 
aid in the enforcement of customs and immigration laws along the 
Canadian and Mexican borders. The statute now limits the total 
amount which may be expended for any one project, for the use of one 
department, including the cost of the site, to $30,000; where the facili- 
ties are to be provided for the joint use of the Customs and Immigra- 
tion and Naturalization Services the statute limits the authorization 
to $60,000. These bills would increase the monetary limitations to 
$40,000 and $80,000 respectively. 








4 BETTER ENFORCEMENT OF CUSTOMS AND IMMIGRATION LAWS 


The Department of Justice recommends the enactment of this 
legislation. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report. 
Sincerely yours, 

LawrENcE E. WAtsnu, 
Deputy Attorney General; 


CHANGES IN EXISTING LAW 


In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by this bill 
are shown as follows (existing law in which no change is made is printed 
in roman; omitted matter is printed within black brackets; the new 
matter is printed in italic): 


Act or JuNE 26, 1930, as AMENDED 
(U.S.C., 1952 ed., Title 19, sec. 68) 


That to aid in the enforcement of the customs and immigration laws 
along the Canadian and Mexican borders and to provide better 
facilities for such enforcement at points along such borders at which 
no Federal or other buildings adapted or suitably located for the pur- 
pose are available, the Secretary of the Treasury and the Attorney 
General are hereby authorized to expend, from the Customs and the 
Immigration and Naturalization Services, respectively, the necessary 
amounts for the acquisition of land and the erection of buildings, sheds, 
and office quarters, including living quarters for officers where none 
are otherwise available: Provided, That the total amount which may 
be so expended for any one project, for the use of one department, 
including the cost of the site, shall not exceed [$30,000] $40,000, and 
that where quarters are so erected or facilities so provided for the joint 
use of the Customs and Immigration and Naturalization Services the 
combined cost charged to the two appropriations concerned shall not 
exceed [$60,000] $80,000 for any one project, including the site. 


O 
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DESIGNATING THE DETROIT DAM AND RESERVOIR, OREG., AS 
THE DOUGLAS McKAY DAM AND RESERVOIR, AND DESIGNATING 
THE NEW LOCK ON THE ST. MARYS RIVER AT SAULT STE. MARIE, 
MICH., AS THE JOHN A. BLATNIK LOCK 


FEBRUARY 29, 1960.—Referred to the House Calendar and ordered to be printed 


Mr. Davis of Tennessee, from the Committee on Public Works, 
submitted the following 


REPORT 


(To accompany S. 2440] 


The Committee on Public Works, to whom was referred the bill 
(S. 2440) to designate the Green Peter Dam and Reservoir on middle 
Santiam River, Oreg., as the Douglas McKay Dam and Reservoir, 
having considered the same, report favorably thereon with amend- 
ments and recommend that the bill as amended do pass. 

The amendments are as follows: 

Strike out all after the enacting clause and insert the following: 


That the Detroit Dam and Reservoir on the North Santiam River, Oregon, 
authorized by the Flood Control Act of June 28, 1938 (Public Law 761, Seventy- 
fifth Congress), shall be known and designated hereafter as the Douglas McKay 
Dam and Reservoir. Any law, regulation, map, document, record, or other paper 
of the United States in which such dam and reservoir are referred to as the Detroit 
Dam and Reservoir shall be held to refer to such dam and reservoir as the Douglas 
McKay Dam and Reservoir. 

Sec. 2. In recognition of the fine leadership of Representative John A. Blatnik, 
and in tribute to his dauntless championship of the Saint Lawrence Seaway over 
a long period of years and his persistent and successful efforts for harbor improve- 
ments and connecting channels on the Great Lakes, the new lock to replace the 
existing Poe Lock on the Saint Marys River at Sault Sainte Marie, Michigan, 
shall be designated as the John A. Blatnik Lock as a fitting tribute to this con- 
gressional leader for his contribution in making the Great Lakes-Saint Lawrence 
Waterway system a reality. 


Amend the title so as to read: 


A bill to designate the Detroit Dam and Reservoir, Oregon, as the Douglas 
McKay Dam and Reservoir, and to designate the new lock on the Saint Marys 
River at Sault Sainte Marie, Michigan, as the Jonh A. Blatnik Lock. 
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PURPOSE OF THE BILL 


The purpose of the bill as passed by the Senate was to designate 
the Green Peter Dam and Reservoir to be constructed on the middle 
Santiam River in Linn County, about 25 miles southeast of Albany, 
Oreg., as the Douglas McKay Dam and Reservoir. 

The bill as amended would designate the Detroit Dam and Reservoir 
on the north Santiam River in Linn and Marion Counties, about 45 
miles southeast of Salem, Oreg., as the Douglas McKay Dam and 
Reservoir. This amendment was proposed by the sponsor of the 
Senate bill and concurred in by the sponsor of the House companion 
bill. 

The bill is also amended to provide that the lock now under con- 
struction on the St. Marys River at Sault Ste. Marie, Mich., be 
named the John A. Blatnik lock in honor of the Representative from 
Minnesota who is chairman of the Subcommittee on Rivers and 
Harbors of the Committee on Public Works. The language of this 
amendment is identical to H.R. 7808, designating the new lock on 
the St. Marys River at Sault Ste. Marie, Mich., as the John A, 
Blatnik lock, which passed the House July 8, 1959, and is now pend- 
ing in the Senate Committee on Public Works. 


DOUGLAS M’KAY DAM AND RESERVOIR 


The Detroit Dam is located on north Santiam River 60 miles 
above its confluence with south Santiam River. The north and 
south Santiam Rivers unite to form Santiam River, which 10 miles 
downstream enters the Willamette River. The main Detroit Dam 
is a concrete gravity structure about 454 feet high and 1,522 feet 
long. The reservoir has a usable storage capacity of 340,000 acre- 
feet. The project also provides for a reregulating structure 3 miles 
downstream at the Big Cliff site. This structure, also concrete 
gravity type, is approximately 172 feet high and has a usable storage 
capacity of 2,430 acre-feet. The power-generating facilities at the 
main site include two units of 50,000 kilowatts each. The reregu- 
lating structure has a power installation of 18,000 kilowatts. 

The project was selected for construction under the authorization 
contained in the Flood Control Act of June 28, 1938. The Flood 
Control Acts of December 22, 1944, and July 24, 1946, modified the 
project to provide for recreational facilities, and the Flood Control 
Act of June 30, 1948, authorized installation of power facilities in- 
cluding construction of the reregulating structure. The cost of the 
completed project was $62,730,000. 

Douglas McKay was born in Portland, Oreg., in 1893. He served 
as mayor of Salem, Oreg., served several terms in the Oregon State 
Senate, and as Governor of Oregon from 1949 to 1953. He was 
appointed Secretary of the Interior on January 21, 1953, and resigned 
from that position in May 1956. He was appointed as Chairman, 
International Joint Commission, in August 1957, and served until 
his death on July 22, 1959. 

Mr. McKay was a distinguished political leader of Oregon for more 
than a quarter ofacentury. He was always interested in the develop- 
ment of the natural resources of the Nation, particularly the water 
resources. He was Governor of Oregon during the time the major 
projects in the Columbia River Basin were authorized. In his capacity 
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as Chairman of the International Joint Commission, he served with 
distinction, and deserves much of the credit for the progress which has 
been made in reaching an understanding with Canada with respect 
to the use of the Columbia River waters. 

The committee believes it fitting that the Detroit Dam and Reser- 
voir be named for Mr. McKay in recognition of his long and outstand- 
ing service to the State of Oregon, the Pacific Northwest, and to the 
Nation. 

The Bureau of the Budget and the Department of the Army advised 
the Committee on Public Works of the Senate on August 11, 1959, that 
there was no objection to the enactment of S. 2440. The Committee 
on Public Works has been advised that there is no objection to the 
amendment herein proposed. The Department of the Interior has 
advised this committee that it has no objection to the amendment. 

On November 13, 1959, the Honorable Richard L. Neuberger, 
U.S. Senator from Oregon, advised the chairman of the Committee on 
Public Works that he was in complete accord with the amendment 
herein set forth. His letter is as follows: 

U.S. SENATE, 
November 13, 1959. 
Hon. Cuarues A. Buck ey, 
Chairman, House of Representatives, Public Works Committee, 
Washington, D.C. 

Dear ConGressMAN Bucktey: As you undoubtedly know, my 
bill to change the name of Green Peter Dam and Reservoir in Oregon 
to the Douglas McKay Dam and Reservoir has passed the Senate and 
is presently in your committee in the House of Representatives. 

I am informed by Mrs. Douglas McKay that she and the McKay 
family would greatly prefer that the Detroit Dam and Reservoir be 
named in honor of the late Mr. McKay rather than the Green Peter 
Dam and Reservoir. The Detroit Dam is also located on a tributary 
of the Willamette River and is a part of the Willamette Basin project 
with which the late Mr. McKay was associated actively for many 

rears. 

This is to inform you and your colleagues on the House Public 
Works Committee, as author of the original bill, I would be quite 
willing to accept an amendment which would change the project 
involved from the Green Peter Dam to the Detroit Dam. I would 
do everything possible to see that the Senate concurs if the legislation 
is thus amended by the House. 

With thanks for your consideration, I am, 

Sincerely, 
Ricuarp L. NeuBERGER, 
U.S. Senator. 
JOHN A. BLATNIK LOCK 


The Committee on Public Works considered this matter in the Ist 
session of the 86th Congress and favorably reported H.R. 7808, which 
would have accomplished the naming of the lock for Mr. Blatnik. 
This bill was reported on June 23, 1959 (H. Rept. 574), and passed 
the House of Representatives on July 8, 1959, and is now pending 
before the Senate Committee on Public Works. 

The formal opening of the St. Lawrence Seaway on June 26, 1959, 
marks the beginning of the last phase of one of the most tremendous 
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os ane ever to affect the economy of the United States and the 
Midwest in particular. For many years foresighted individuals have 
fought for the opening of the Great Lakes area to the ocean. The 
transit of oceangoing ships through the mighty St. Lawrence and into 
the Great Lakes will bring the products of all foreign countries directly 
to the great heartland of the United States and will permit the prod- 
ucts of the midwestern area to be exported by low-cost shipping to 
all parts of the world. 

In order to utilize the St. Lawrence Seaway to its full capacity other 
concomitant projects are necessary. One is the deepening of the con- 
necting channels in the Great Lakes to depths commensurate with the 
seaway. ‘The other is the deepening of the major harbors to accom- 
modate the shipping which will be able to use the seaway and the 
connecting channels. 

Among the projects required to permit deep-draft shipping to pass 
between the lakes is the replacement of the existing Poe lock in the 
St. Marys River at Sault Ste. Marie, Mich. This lock is a masonry 
structure completed in 1896. The new lock will be 800 feet long, 100 
feet wide, and 32 feet deep. It was authorized by the act of July 24, 
1946 (Public Law 525 of the 79th Cong.), in accordance with House 
Document 335 of the 80th Congress. The estimated cost of the 
structure is $42,300,000. <A tots ul of $725,000 has been made avail- 
able through the fiscal year 1960 for preconstruction planning. These 
funds will complete the pnemety uction planning and will permit work 
to get underway in the fiscal year 1961. 

As a member of the Committee on Public Works and as chairman 
of the Subcommittee on Rivers and Harbors, no one has shown greater 
leadership than John A. Blatnik in all projects needed for making the 
goal of deep-draft navigation available to the Great Lakes. His 
dauntless championship of the St. Lawrence Seaw ay over a long period 
of years and his persistent and successful efforts for deep-draft harbor 
improvements and deep-draft connecting channels on the Great Lakes 
is considered by the committee to be one of the greatest contributions 
made toward the overall Great Lakes-St. Lawrence Waterway system. 

The committee considers it a fitting tribute that the lock on the 
St. Marys River be named after the Honorable John A. Blatnik, who 
not only played a leading role in securing enactment of the original 
law which authorized the seaw: ay but was responsible for the amend- 
ment in the 85th Congress which provided the necessary additional 
borrowing authority necessary to assure completion of adequate sea- 
way facilities. The Minnesota Representative was also sponsor of the 
law which authorized connecting channels of the Great Lakes to ac- 
commodate deep-draft navigation from the Atlantic Ocean to all of 
the Great Lakes. One of these connecting channels is the St. Marys 
River (63 miles long) which connects the north end of Lake Huron 
with the southeaste rly tip of Lake Superior. The lock cited in the 
reported bill is located in this connecting channel. 

Two locks have been constructed by the St. Lawrence Seaway Cor- 

oration, one named for Dwight D. Eisenhower and the other for the 
i Bertrand H. Snell, Congressman from New York. The 10-mile 
long ship channel at the seaway has been named in honor of Senator 
Alexander W iley of Wisconsin and former Representative George A. 
Dondero of Michigan. 
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MAXIMUM INTEREST RATE ON U.S. BONDS 





Fesruary 29, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 





Mr. Mitts, from the Committee on Ways and Means, submitted 
the following 


REPORT 


[To accompany H.R. 10590] 


The Committee on Ways and Means, to whom was referred the 
bill (H.R. 10590) relating to interest rate restrictions on bonds of the 
United States, having considered the same, report favorably thereon 
without amendment and recommend that the bill do pass. 


I. SUMMARY 


Your committee’s bill, H.R. 10590, provides for certain exceptions 
to be made to the 4% percent interest ceiling now applicable to issues 
of U.S. Government securities with a life to maturity of more than 
5 years, including both marketable bonds and savings bonds. These 
exceptions are designed to give the Secretary of the Treasury more 
flexibility in the management of the public debt so he can provide 
more economy in interest charges to the Government, lessen the com- 
petition of Government borrowings with credit provided for business, 
agriculture, and consumers, and dampen down the inflationary effects 
of public borrowing. The bill does not, however, remove the ceiling 
for the marketable issues. 

The bill authorizes the Treasury to refund outstanding bonds in 
advance of their maturity by taking them in exchange for new secur- 
ities with longer lives—a procedure called advance refunding—pro- 
vided the coupon rate on the new issues does not exceed 4% percent 
even though the investment yield on the new bonds may exceed the 
4¥ percent ceiling. That is, any discount at which the new bonds are 
in effect issued will not be taken into account in applying the 4% 
percent limitation. 

The bill also authorizes a limited amount of long- and intermediate- 
term financing at rates in excess of the 4% percent ceiling by providing 
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that obligations equal to 2 percent of the public debt may be issued 
each year at rates in excess of 4% percent but only upon a finding by 
the President that the national interest requires such action. A 3. 
year carryforward is provided for any unused portion of this quota 
beginning after the fiscal year 1960. 

Finally, the bill allows special issues of U.S. Government securities 
to trust funds and also savings bonds to be issued at rates in excess of 
4% percent. 

Presently the Treasury y sells four types of issues in the open market 
called “marketable issues”: bonds with maturities of more than 5 
years, Treasury notes with terms from 1 to 5 years, and Treasury 
bills and certificates with terms up to 1 year. In these categories it is 
only the bonds to which the 4% percent ceiling presently applies. 
However, a 4% percent ceiling also applies to nonmarketable bonds 
of more than 5 years, including the special issues for trust accounts, 
and also savings bonds. Thus, the current problem is not whether 
there should be an overall interest rate ceiling on Government obliga- 
tions but whether the ceiling which in general applies to obligations 
of more than 5 years should be modified in certain respects. 

In reporting this bill your committee is of the opinion that some 
latitude should be allowed for refinancing the long-term public debt 
at current rates of interest but that not all control by Congress over 
the terms and conditions of the public debt should be abandoned. 
Under present conditions the interest rate ceiling effectively prohibits 
the issuance of securities over 5 years to maturity. All financing 
must be short-term. This has driven short-term rates above longer 
term rates, congested the short-term market, and limited the access 
to credit of businessmen, farmers, consumers, and other borrowers. 
Moreover, retaining the interest rate ceiling without modification 
would not reduce the level of interest rates either for the Government 
or for private borrowers. However, not to modify the interest rate 
ceiling would raise the cost of financing the public debt and at the 
same time will make the management of the debt more difficult. 

The Secretary of the Treasury has testified that the financing per- 
mitted by this bill is adequate to provide for the Treasury’s needs in 
the foreseeable future. However, as a permanent solution he has 
indicated that he will continue to press for the complete removal of 
the interest rate ceiling. 


II. NEED FOR THE BILL 
(A) Development of the problem 


(1) Interest rate ceilings.—Before World War I, Congress passed on 
each new issue of Government securities. It determined the interest 
rates, maturity and other characteristics of the debt on an issue-by- 
issue basis when it authorized the Treasury to borrow. During World 
War I, because of the large volume of Government sec urities it was 
necessary to issue, Congress gave the Treasury authority to set the 
general terms of bonds ‘issued but reserved to itself some control by 
providing both a ceiling on the amount of public debt and a ceiling 
on interest rates for Treasury bonds. ‘Thus, in 1917 in the Second 
Liberty Bond Act (31 U.S.C. 752) Congress authorized the Treasury 
to issue a specified amount of naarkotable bonds at interest rates not 
in excess of 4 percent. The interest rate ceiling is provided in the first 
section of that act. In 1918, Congress increased the amount. which 
could ve borrowed and raised the interest ceiling rate to 4% percent. 
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This rate has been applicable to all Treasury obligations of more than 
5 years since that time, except for lower ceilings on specific types of 
securities on occasion, such as savings bonds. 

Short-term securities, that is, Treasury bills, certificates and notes 
which are issued for a period of not more than 5 years, were not sub- 
jected to this 4% percent interest rate ceiling. The maximum rate 
for savings bonds, a program which began with legislation passed in 
1935, initially was 3 percent for savings bonds held until maturity. 
In 1957 the maximum yield for these bonds was increased to 3.26 
percent and last year was raised to the 4% percent applicable in case 
of long-term marketable bonds subject to determination by the 
President that such action is in the national interest. 

(2) Issuing obligations at a discount.—Prior to 1942 obligations 
other than Treasury bills and savings bonds were required to be issued 
at not less than par. Since obligations could not be issued at a dis- 
count, the interest rate ceiling applied, therefore, only to the coupon 
rate (the rate determined by reference to the face amount of the bond) 
and not to the investment yield.!. In 1942, however, the Congress 
amended the Second Liberty Bond Act (31 U.S.C. 754b), to authorize 
the issuance of obligations on a discount basis or a combination 
interest-bearing and discount basis. Since that time the issuance of 
obligations upon which the investment yield would exceed the coupon 
rate at time of issue has been possible and on several occasions obliga- 
tions have been issued on this basis at small discounts. 

The Secretary of the Treasury has informed your committee that 
in his opinion the legal effect of the 1942 act was to authorize him to 
issue a bond at a discount which would produce an investment yield 
in excess of 4% percent, provided the coupon rate did not exceed this 
rate. He stated, however, that in his opinion the Treasury should 
not issue such a bond because the intent of the Congress has not been 
specifically expressed on this point. 

(3) Interest rate levels —After World War I interest rates continued 
to increase until about 1921 when long-term rates fell below the 1918 
level. During this period from 1918 to 1921, however, the Treasury 
did most of its refunding with 3- to 4-year notes and certificates of 1 
year or less; these were not subject to the 4% percent ceiling rate ap- 
plicable to bonds. The interest rates required on most of these issues 
ranged from 5 to 6 percent. 

Due in part to the substantial amount of debt retirement in the 
1920’s interest rates declined in that decade, falling further in the 
depression during the 1930’s when borrowers were few and investors 
had large amounts of idle funds. Interest rates remained low through- 
out the period of World War II when wages, prices, nonwar materials, 
and interest rates were controlled. From the period of World War II 
until 1951 long-term interest rates were maintained at a level well 
below 4% percent, reflecting only a relatively small upward movement 
of interest rates from the wartime levels, plus the continuation of the 
Federal Reserve policy of supporting the prices of Government bonds 
or “pegging”’ the market. 

Except for the recessionary periods in 1953-54 and 1957-58, 
interest rates have gradually risen since the Federal Reserve in 1951 
abandoned its policy of supporting Government bond prices. 

1 Investment yield is computed from the total return on the obligation (including the discount or spread 


between issue price and maturity value) expressed as a percent of the issue price (rather than maturity 
value). 
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(B) The current problem 


(1) Attributable to high interest rates——The problem which has 
arisen in connection with the interest rate ceiling on the longer term 
obligations is, of course, attributable to the general rise in interest 
rates in recent years. This rise has occurred not only in the interest 
rate on Treasury bonds but on private debt as well. Table 1, for 
example, shows that the average yield on taxable Treasury bonds has 
risen from a low of 2.19 percent in 1946 to the rate which has varied 
from 4.41 to 4.16 percent in recent weeks. The average yield on 
Moody’s Aaa corporate bonds also has risen from a low of 2.53 percent 
in 1946 to a current rate of 4.54 percent. 


TaBLE 1.—Average yields of taxable Treasury and Moody’s Aaa corporate bonds by 



























periods 
[Percent per annum] 
Moody’s Moody’s 
Treasury Aaa} Treasury Aaa 
Period bonds ! | corporate | Period bonds ! | corporate 
onds | bonds 
2. 46 2.83 || Monthly: 
2.47 2.73 | 1959—January_..........- 23.91 4.12 
2. 48 2. 72 | February. 3. 92 4.14 
2. 37 | 2. 62 || March.... 3. 92 4.13 
2.19 | 2. 53 || April... 4.01 4. 23 
2. 25 2.61 || May. 4. 08 4.37 
2. 44 2. 82 || June... 4.09 4. 46 
2. 31 2. 66 | 4.11 4.47 
2. 32 | 2. 62 Es eresecencas 4.10 4. 43 
2. 57 2. 86 September. -.....-.-.- | 4. 26 4. 52 
2. 68 2. 96 TPOUOUET .. . caccacccce 34.11 4. 57 
2. 94 3. 20 || November.......... 4.12 4. 56 
2. 55 2.90 || December........-- 4. 27 4. 58 
2. 84 3. 06 || 1960—January...........- 4. 37 4.61 
3. 08 3. 36 February ¢........- 4, 22 4. 56 
3. 47 3.89 || Weekly: 
3. 43 3. 79 || DM oes waddiateoss 4.41 4. 61 
4. 08 4.38 a ee eileen | 4. 36 4.61 
i PEIN. < ct hcaonestcande 4. 35 4.61 
i I TI ci ecesctinchialbictenaneoniadits 4. 36 4.61 
| a an aa emas 4.29 4. 60 
ir. % suenecaseers 4.20 4. 58 
| SR 4.16 4.54 
} ON BR rk déncedtnceeveeed 4.22 4. 54 
} 








1 Beginning April 1953, the average includes bonds neither due nor callable for 10 years; Apri) 1952 through 
March 1953, the minimum length (neither due nor callable) was 12 years; October 1941 through March 1952, 
the minimum length was 15 years. For bonds currently in the average, see table 4 under ‘‘ Market Quota- 
tions on Treasury Securities” in the monthly Treasury bulletin. 

2 A new long-term bond added to the average. 

3 An existing bond dropped from the average (see footnote 1). 

4 Preliminary. 


NotTe.—Beginning April 1953, Treasury bond yields are reported to the Treasury by the Federal Reserve 
Bank of New York, based on closing bid quotations in the over-the-counter market. Yields for prior periods 
were computed on the basis of mean of closing bid and ask quotations. Moody’s Investor Service is the 
source for the average of Aaa corporate bonds. For definition of taxable bonds, see footnotes to the “‘ Treas- 
ury Survey of Ownership” in the monthly Treasury bulletin. 


Source: January Monthly Treasury Bulletin and information supplied by the Treasury Department. 


The yields listed in table 1 for Treasury bonds are the average 

ields generally based on the closing bid quotations in the market. 
Yields for all of the issues in the over-5-year category are shown in 
table 2. Thus, table 2 shows that all but one of the bonds in this 
category are now selling at yields over the 4%-percent ceiling. More- 
over, it should be recognized that floating a new issue of bonds of any 
given maturity will increase materially the supply of that type of 
bond and will push up the interest rate demaaded Thus, the mere 
fact that an issue of 20-year bonds may be selling on one day at an 
investment yield of 4.2 percent does not mean that a further issue of 
$1 billion of 20-year bonds can be floated at a rate of even 4.25 percent. 
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TaBLE 2.—Yields on Treasury bonds with 5 or more years to maturity, based on 
closing bid quotations for June 8, 1959, for Jan. 6, 1960 (the recent high), and for 
the latest available date 





| | 
Coupon rate Date of maturity | June 8, 1959 | Jan. 6, 1960 | Feb. 26, 1960 





| 
+ —_|- 





Percent Percent Percent 
SE ininatiuucncdeiwnnnceneaiuiie Feb. 15, 1965. ..-.--- 4. 50 5.10 14,72 
Pe ksicscaccoccousssdcccadiees Aug. 15, 1966.........- 4, 32 4. 83 4. 51 
ss locnucheavanwwaadeann | June 15, 1962-67__.._-- 4. 33 4. 98 4. 69 
4 Dercent..........-.-.. einem | Dec, 15, 1963-68 _-___-- 4. 34 | 4. 97 4.68 
PG Riicancakcaeelscumelostannne June 15, 1964-69_..__.. 4.39 5.01 4.70 
BON Sp seedteswseaceceots iid sacateannetga COED Re gee «nccscen 4.16 4.74 4.39 
STON a es cae cons ucccwoeskaw --cos| Dec. 36, 1998-00....... 4.39 4. 93 4. 66 
BE ON 3 oni Sc cutewescouescus Mar, 15, 1965-70... - 4.38 4. 98 4.65 
SDR pdbwsincnhaloskuwdimneieim dee Mar, 15, 1966-71. ..----. 4, 29 4. 84 4. 50 
ai cnwcsccccndtnuneasctesban June 15, 1967-72_.....- 4.17 4.70 4.32 
OR Site wired ch edad cin oacipbacs deed Sept. 15, 1967-72... _-.. 4. 22 4.75 4.37 
2% percent._-...-.. ee akechcieh cma Dec, 15, 1967-72. ....-- 4.13 4. 66 4. 26 
cai bins charekhconstxvanken Mobv. 26, Igvs.......... 4.19 4.61 4.40 
Rants conkeesd capanewaeiotwninins Feb. 15, 1980. ...-..... 4.19 4. 51 4. 33 
PN iaiintcs Se lnbdsacsduaboen ded June 15, 1978-83__.._-- 4.09 4.49 4.32 
3% PN a'nscdUdniesy esha sbaacacdedee May 15, 1985.......... 4. 06 4.44 4. 33 
SS oe a cbh ewes ae Feb. 15, 1990. .....--.. 4.16 4.44 4. 35 
POU esa sectuscasschentnbaboneda Feb. 15, 1995. _........ 3. 86 4.12 3. 96 


1 Just under 5 years to maturity. 


(2) Forcing the Government into the short-term market.—The effect 
of this rise of longer term interest rates above the ceiling rate has been 
to force the Treasury to use the short-term (5 years and under) 
market not only for its new financing but also for its refinancing of the 
existing debt. Table 3 shows that out of a total of $192 billion of 
marketable Treasur y securities issued since July 1, 1957 (excluding 
weekly Treasury bill rollovers), only $18.4 billion represent the bonds 
of over 5 years. Moreover, only about $1.5 billion of these bonds 
were issued during 1959, and, given the present market conditions, it 
appears unlikely that any significant amount can be issued under the 
4% percent ceiling at least for some time to come. 


TABLE 3.—Offerings of marketable Treasury securities, July 1, 1957—Feb. 28, 1960! 
BONDS OVER 5 YEARS 


Maturity | | Amount 

















| | | 
Date of issue | Coupon date Period to maturity issued 
| 
Percent } | Millions 
I 4 Oct. 3, Reo |} ka FOO. ... << nctseadon 2 $657 
Meee as tee i. oS) Mee ee eo See 37%| Nov. 15,1974 | 16 years 11}  months.. | 2 654 
OEE SE a ee een eee 3 POD. 16,1004 | O:VORES....nconcntacsaé, 3, 854 
314| Feb. 15,1990 | 32 vears_- aaa 1, 727 
eee { 3 {| Aug. 15, 1966 | 8 years 5 months___...-| 21,484 
June 3 (issued ae iat cama clei 34%; May 15,1985 26 years 11 months__..- | 21,135 
June 15.. DR SOMMER p52 254) Feb. 15,1965 | 6 years 8 months__...-- 37,388 
1959—Jan. 23 (issued 99)...-.-.-.-.---------- | 4 | Feb. 15, 1980 21 years 1 month.-.--- 2 884 
Apr. 1 (additional) sei ; 4 | Oct. 1,1969 10 years 6 months...-.. 2619 
VP OI aac acecccse uaeeerael | Saieelcion tb eg patianteamecns | 18, 402 
| | 
NOTES 2 TO 5 YEARS 
1967—Aug. 1..........-.-- ibe Secxl 4 | Aug. 1,1961 | 4 years &............-- 6 $2, 509 
RES UO 32 sien sku 4 | Aug. 15,1962 | 4 years, 11 months 5... 2 2,000 
IO: tbs icdccdua a nae 334) Nov. 15,1962 | 4 years, 1144 months-.- 21,143 
AO. Bi cach isistss encidewend etien ed 254) Feb. 15, 1963 | 4 years, 10 months.-...- 23,971 
Dec. 1 (issued 9974) _.._-_- Soa =e 365] May 15,1961 | 2 years, 544 months- -- 4, 078 
SRP Os Micnniccnauodadtbenbtiteastnaledumin 4 Feb. 15, 1962 | 3 years................ 1, 435 
I i Siti bts ne eee 4 May 15, 1963 | 4 years 1% months. --- 21,7 
Re ee eee wacbe 434) May 15, 1964 | 4 years 94% months- _.-. 4, 184 
CU Mica tn awenecbew cence Seni 5 Aug. 15,1964 | 4 years 10 months___--| 2 2,316 
i ner ; 474] Nov. 15, 1963 | 4 years........--..---- | 73,011 
Dec. is 5 (additional) § (issued 9934) _- 4%| May 15, 1964 | 4 years 5 months___--- 7 750 
1960—Feb. 15 (issued 9934)... ._- SS AMSTE AA 47%| Nov. 15, 1964 | 4 years 9 months. el 74,17 
Total notes......_- se a eh eich al Na pe ascarid i ala aaa | 31, 311 
| 








See footnotes at end of table, p. 6. 
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TABLE 3.—Offerings of marketable Treasury securities, July 1, 1957-—Feb 28, 1960—~— 
Continued 


CERTIFICATES AND SHORT NOTES 






































Maturity Amount 
Date of issue Coupon date Period to maturity issued 
Percent Millions 
Se i et ae ae 354) Dec. 1,1957 | 4-month certificate....| ¢ $9,871 
4 Aug. 1,1958 | 1-year certificate nald 6 10, 487 
Sept. 26 (additional) ®............-.... aR do_.__...}| 10-month certificate. _. 2 933 
NE Rhett cicinicda ic tackekelnsiniccmaiieieael 334; Dec. 1,1958 | 1-year certificate __-... 9, 833 
NT iat cede tenis acti 2%| Feb. 14, 1959 | 1-year certificate walls 9,770 
aol See eeeneee 14%| May 15,1959 | 11-month certificate. _. 1,817 
PE: 0 aie ath wc ceenaiichs adiienaeen: 156} Aug. 1,1959 | 1-year certificate all 13, 500 
DRO BL hg ditcannaniachankémaenctinge 144) Mar. 24, 1959 74%4-month tax certif- | 2 3, 567 
icate. 
I ih 3%] Nov. 15,1959 | 1-year 1-month note__. 21, 184 
Dec. 1 (issued 99.95)........... aici aan inte do___....| 114-month certificate 7,711 
1959—Jan. 21 (issued 9934)...............--..] 3%| May 15,1960 | 1-year 4-month note._- 22,738 
I al a sini diel eam atsqueainal 3%| Feb. 15, 1960 | 1-year certificate. -... 11, 363 
May 15 (issued 99.95) ...........-.-.... | 4 May 15,1960 | 1-year certificate il 1, 269 
Me DSS TD, ceasstacendehdliniats tude eendeuat) 43%4| Aug. 15,1960 | 1244-month note_____--| 9, 561 
a aa ek 434) Nov. 15,1960 | 1-year certificate. _-_.-.| ? 7, 037 
ROI isc ca occucacewacscisncnsseens 438) Feb. 15,1961 | 1-year certificate ----| 7 6, 928 
Total certificates and short notes...-|_...--..-- Cae a ay 107, 569 
| | 1 
BILLS 
SPR sco neheakcetssancakaenn eee 3.485 | Mar. 24,1958 | 264-day tax. | 2$3,002 
EET SE. - Sil, Panickisctdtubbhe wetinndoe _ 4.173 | Apr. 15,1958 | 237-day special ‘ 21, 751 
1958—Oct. 8 (fixed price). ........---...---. 3. 25 May 15,1959 | 219-day special 22, 735 
OEE DR ond dkatibnndde i wh deverdwe nes heii 2.997 | June 22,1959 | 214-day tax... 3 2, 997 
Net increases in December 1957, January, | 
September, October, and November 1958 
in offerings of regular 91-day bills..........]...--.-- = ate : eit 21,500 
I Ulan npc cucanuicuadihnemnaibiaas winan 3, 293 | Sept. 21,1959.) 217-day tax-_-- 21,502 
DA, Witt aptenaucewh ne waeksaiandsaaba 3.386 | Jan. 15,1960 | 289-day.......-. 22,006 
INI Tn iia ieniindaaiiominiotaiied alc 3.835 | Apr. 15, 1960 | 340-day--_-- 2 2 2,003 
UNI Biases cs os nwnosinincitesinl caeehuunaanoaan 3.565 | Dec. 22,1959 | 221-day tax-.- 21, 500 
I irccsansainiainedsgnc tenia nen eape ee ce ala onl 4.075 | Mar. 22, 1960 | 258-day tax..-_-- 23, 005 
ee ee Sirsinds 4.728 | July 15,1960 | 366-day_....___. | 22,001 
Aug. 19 (additiomal) 1. _............-- 3.719 | Mar. 22, 1960 | 216-day tax. 2999 
SE i iccicistncndcin hernia ich sabche aNd | 4.783 | June 22,1960 | 245-day tax.._-- | 2 2, 002 
I hacia iadicadcta tenor dc tiack finan niente sae 4.860 | Oct. 17,1960 | 320-day-.-. 22,007 
Changes in regular bill offerings Dec. 11, | 
1958, through Aug. 27, 1959: | 
Million | 
NON sates cio: cicrermyis ceraiareniplo cian de EE ds 
seen ciate scencce 50, 000 } - wo--e-0 “--- * 2, 200 
1960—Jan. 8 (additiomal) #!.........-.-.-..-- 4.726 | June 22, 1960 166-day tax.._. . 372,016 
I tached es alla iaicbadedcecighictt don ies 5.067 | Jan. 15,1961 | 366-day-..- sata 27 1, 504 
BE a ccndindd oncaguctennmbannwe a A la be Ti Oe we acdeiwsmeenes 34, 730 
Sk obenh cabin weer naneedengeen -----| 12 192,012 
i Excludes the 144 percent exchange notes and refinancing of regular weekly bills. 





2Cash offering. 

3 $491,000,000 was purchased in the market between June 19 and July 9, 1958, and retired. 

{Additional amount of bonds dated Oct. 1, 1957. 

5 Redeemable at holders’ option in 2 years for notes dated Aug. 1, 1957, and 2 years 5 months for notes 
dated Sept. 26, 1957. 

® Excludes $100,000,000 issued in special allotment to Government investment account for cash. 

? Preliminary. 
ae Additional amount of notes issued July 20, 1959, offered in exchange for F and G savings bonds matur- 

gin 1960. 

§ Additional amount of certificates dated Aug. 1, 1957. 

1© Additional amount of bills dated July 8, 1959. 

1! Additional amount of bills dated Oct. 21, 1959. 

13 $59,758,000,000 issued for cash and $132,254,000,000 issued in exchange for other securities. 


Source: Office of the Secretary of the Treasury, Debt Analysis Staff, Feb. 12, 1960. 
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TaBLE 4.—Average length and maturity distribution of marketable interest-bearing 
; public debt } 


[In millions of dollars] 























| Maturity classes _ 
End of fiscal year | Amount |__- | 
or month outstand- | | ps See ae Average length 
ing Within 1to5 5 to 10 10 to 20 | 20 years 
| 1 year years years years and over loersee 
MR oss counties ekee | $140, 407 $46, 367 $47, 814 $13, 933 $25, 700 $6, 594 iii, 5 years 8 months. 
CO 65, 270 36, 161 15,651 | 28,662 1,592 | 5 years 4 months, 
ie cai diy ic eintaccs ot 150, 354 62, 734 29, 866 27, 515 28, 634 1,606 | 5 years 6 months. 
S cicdvieseaneawe | 155, 206 49, 703 39, 107 34, 253 28, 613 3, 530 | 5 years 10 months. 
I ae | 154,953 | 58,714 34, 401 28, 908 28, 578 4,351 | 5 years 4 months 
DE anni a ad ign i pen) ee 71, 952 40, 669 12, 328 26, 407 4,349 | 4 years 9 months. 
eS eB gts 166, 675 67, 782 42, 557 21, 476 27, 652 7,208 | 5 years 3 months. 
1959. woweal Lames 72, 958 58, 304 17, 052 21, 625 8,088 | 4 years 7 months. 
1958 —December...--- 175, 586 72, 616 53, 803 17, 167 24, 793 7,206 | 4 years 9 months. 
1959—January......-. 179, 816 73, 210 56, 650 17, 167 24, 786 8,004 | 4 years 8 months. 
February --.-.... |} 179,308 71,191 61, 986 13, 312 24, 779 | 8,039 | 4 years 9 months. 
March.........| 176,293 68, 025 62, 117 13, 312 24, 771 8, 068 Do. 
DOE Sccacavad 180, 709 70, 115 63, 811 13, 311 25, 383 8,089 | 4 years 8 months, 
Ti a ee 180, 993 75, 954 58, 265 13, 311 25, 375 8,088 | 4 years 7 months. 
ee ate cet | 178,027 72, 958 58, 304 17, 052 21, 625 8, 088 Do. 
LS ees 183, 057 77, 970 58, 331 17, 052 21, 617 8,088 | 4 years 5 months, 
August - - - 184, 463 75, 158 62, 556 17, 051 21,611 8,087 | 4 years 6 months. 
September __- 183, 057 73, 656 62, 660 17,051 21, 604 8,087 | 4 years 5 months. 
October. ....... 187, 433 | 75, 836 | 64, 864 18, 326 20, 321 38,086 | 4 years 4 months. 
November-_....| 186,957 | 77,947 62,284] 18,325] 20,316] 8,085 Do, 
December...... 188,269 | 79,941 61, 609 22, 139 16, 494 6,068 Do. 
1960—January........ 189, 856 81, 455 61, 691 22, 138 16, 489 | 8,084 | 4 years 2 months. 
February ?..--. 189, 353 76, 725 72, 813 15, 242 | 17, 373 7, 200 he years 3 months. 








1 All issues classified to final maturity except partially tax-exempt bonds, which are classified to earliest 
call date. 
2 Preliminary. 


Source: Office of the Secretary of the Treasury, Debt Analysis Staff. 


This “locking” of the Government out of the market for bonds of 
more than 5 years has resulted in a steady attrition in the average 
length of the public debt. As indicated in table 4, the average length 
of the debt has decreased from 5 years and 10 months in 1955 (and 
from even higher levels in earlier postwar years), to the present aver- 
age length of 4 vears and 4} months. This downward trend can 
be expected to continue, in the absence of any action with respect 
to the interest rate ceiling, not only because the new financing is con- 
fined to the 5-year-and-under category but also because, as existing 
securities approach maturity the remaining life of more and more of 
these bonds will fall into the 5-year-and- under category. As is in- 
dicated in table 5, over $22 billion in marketable bonds will fall due 
before the end of the fiscal year 1962. While this indicates the 
refinancing of bonds which must be done in the immediate period 
ahead, the Treasury, of course, does not confine its debt extension 
operations to refundings of maturing bonds but rather determines 
on the basis of the appropriateness of new bond issues at any given 
time. 
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TaBLE 5.—Treasury marketable bonds maturing before June 30, 1962 


— 





Date of issue Interest rate | Date payable Amount 
(percent) outstanding 
Tr 234] Nov. 15, 1960 | $3, 806, 483, 000 
I i ie 6 ee ee eee mse eo eomened tena 3 June 1,1961 49, 800, 000 
Sy Se Picicmiessenone pn ciic aca denn tedanepanaedl 2%| Sept. 15, 1961 2, 239, 261, 000 
ania ie bn one neae nk auammnan eb nnenneuel 244) Nov. 15, 1961 | 11, 177, 152,000 
IE PE inhsintiidbntnannawicdnenndadidenntpiandehsapenane 244| June 15,1962] 5,264,832 + 000 
I ee tls di cis nine meee EES aeAa aes iadikkiin serene 22, 537, 5 28, “000 


Source: Daily Statement of U.S. Treasury, Jan. 29, 1960, pp. 6, 7 


(3) Short-term financing costly.—Forcing the Treasury to concen- 
trate its borrowing in the narrow maturity range of 5 years and under 
has increased the pressure on short-term interest rates and, therefore, 
will give rise to additional interest costs which would not occur if the 
same debt could be spread over a wider maturity range. Material 
presented to your committee this year suggests that the concentration 
of Treasury borrowing in the 5-year-and-under category during the 
past year has driven short-term interest rates up to a level, perhaps 
as much as one-half of 1 percent higher than they otherwise would be. 
An extra one-half of 1 percent would be an important factor in interest 
costs, since as indicated in table 4, some $77 billion of short-term secur- 
ities come due within the next year and an extra one-half of 1 percent 
interest on these securities adds up to an additional interest charge of 
nearly $400 million a year. Moreover, an additional $73 billion worth 
of debt is concentrated in the 1- to 5-year category, and any additional 
interest charge remaining in effect also gradually will increase the cost 
of the interest on this debt. 

(4) Competing with farm, business, consumer, and housing loans.— 
Evidence has been presented to your committee that this concentra- 
tion of Government debt in the 5-year-and-under category, with the 
resulting increase in the interest rate in this area, has also been injuri- 
ous to farm, business, and consumer loans. Farmers, businessmen, 
and consumers are finding it increasingly difficult to obtain short-term 
loans for crop, inventory, and general credit purposes because the 
Treasury is having to meet more and more of the Government’s fiscal 
requirements solely by borrowing within this short-term range. 

Actually, the short-term interest rate reached such a level with the 
sale of 4-year-10- month notes in October 1959, at 5 percent, the so- 

called “magic fives,” that some funds ordinarily flowing into long-term 

savings institutions were diverted to purchase these notes. This 
obviously is an inefficient way to tap the long-term savings market. 
Long-term bonds were selling in September at an average yield of 
4.26 percent. The Treasury, being unable to sell to these investors 
the kind of long-term security they wanted, had to offer 5 percent to 
persuade them to take a short-term security. 
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Moreover, this indirect way of tapping the long-term savings for 
Government bonds—namely, offering high-interest-rate 4-year-10- 
month notes—has unequal impact among various types of long-term 
borrowers. Evidence available suggests that most of this diversion 
to Government securities came from funds going into savings accounts 
which otherwise would have been available for home mortgages. 

(5) Inflationary tendency.—The concentration of the public debt 
in the short-term category also has a serious inflationary tendency. 
This arises from the fact that the shorter term securities are the more 
liquid, or more nearly like cash than those with longer maturities. 
Thus, funds invested in this manner can more readily be diverted, 
with a minimum of loss, to consumer or business expenditures than 
funds which are locked in long-term investments. Moreover, this 
heavy dependence upon short-term debt means that the Treasury 
financing will have to take place more frequently and in larger 
amounts. The more often the Treasury has to go into the market to 
finance an existing dollar of debt the more likely it will disturb the 
market and give rise to higher interest rates. Good debt management 
should, of course, do as little as possible toward upsetting the stability 
of interest rates, especially under existing conditions. 

The heavy reliance on short-term financing also tends to be infla- 
tionary because a large part of the short-term debt is held by com- 
mercial banks. ‘This is shown in chart 1. Increasing the holdings of 
commercial banks results in a growth in bank credit and bank deposits. 
This occurs because every dollar the Treasury borrows from a com- 
mercial bank is a newly created dollar, assuming there is an increase 
in member bank reserves in order to increase lending capacity of the 
commercial banking system. The heavy borrowing demands of the 
Treasury in the short-term market can be expected to create the 
pressures on the Federal Reserve System to provide the increased 
reserves to accommodate these demands. 
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Il. BILL IS NO ENDORSEMENT OF MONETARY POLICY 


The exceptions to the interest rate ceiling provided by this bill should 
not be taken as an endorsement by your committee of the present mone- 
tary policy of the Federal Reserve System. Rather it means that, 
given the present economic and financial conditions of the country, 
including the present monetary policies of the Federal Reserve System, 
an increase in the interest rate ceiling, to the limited extent provided 
by this bill, in the opinion of your committee is in the national interest. 
This will make it unnecessary for the Treasury to carry out practically 
all of its debt financing in the short-term market. As indicated above 
loosening these restrictions will tend to reduce interest costs, lessen 
the competition of Government borrowings with other forms of private 
debt and decrease inflationary pressures as compared with the situa- 
tion likely to occur if the ceiling is not modified. Moreover, the 
interest rate ceiling on the longer term obligations will not reduce 
the overall interest rate, but instead creates artificial distinctions in 
the rates for long- and short-term debt. If it had this effect, it is 
difficult to see why those who presently do not want to modify the 
interest rate ceiling are not advocating the lowering of the ceiling so 
lower interest rates could be obtained. 

Certainly an important factor in accounting for the rise in interest 
rates in the postwar period has been the tremendous increase in the 
demand for credit on the part of individuals, business concerns and 
government units. Individuals borrowing to finance purchases of 
a variety of goods and services and to construct or purchase homes 
increased their gross indebtedness from $60 billion to $263 billion in 
the period from 1946 to 1959. Similarly, the gross debt of business 
corporations to supply working capital needs and to expand and 
modernize plant and equipment in the same period rose from $110 
billion to $319 billion. State and local governmental units con- 
fronted with growing needs for schools, highways, aud a variety of 
other facilities also have borrowed heavily in the postwar period, 
increasing their gross debt from $16 billion in 1946 to $64 billion in 
1959. The fourth major borrower, the Federal Government, in- 
creased its public debt from $259 billion in 1946 to $291 billion in 
December 1959. 

The spurt in interest rates which has occurred during the last year 
and one-half can be attributed in part to private credit demands which 
have risen at a record rate during this period, as well as to heavy 
borrowing by the Federal Government to finance the record peacetime 
deficit for the last fiscal year. Thus, in 1959 credit and equity market 
instruments expanded by $60 billion in all, or more than in the previ- 
ous peacetime record established in 1958. Mortgage debt rose by a 
record of $19 billion; consumer credit increased by $6.5 billion, new 
borrowings by State and local governments continued in near record 
volume and net new borrowing from the public by the Federal 
Government at $8 billion exceeded all peacetime records. 

However, the rise in interest rates has also been importantly affected 
by the monetary policies followed by the Federal Reserve System and 
some of your committee’s members believe that too great reliance has 
been placed upon monetary policy and too little on other tools of 
economic management, such as fiscal policy. Some also question the 
extent to which monetary policy has been used during the past year 
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because of doubts as to its effectiveness where the price structure js 
not determined by a free interplay of supply and demand. There- 
fore, whether or not sharing these views the members of your com- 
mittee desire to make it clear that the alleviation in this bill provided 
in the interest rate ceiling on the longer term bonds is not an endorse- 
ment of present monetary policies, the overall interest rates, the debt 
management practices, or any of the actions which have contributed 
to them. 


IV. GENERAL EXPLANATION OF THE BILL 


The bill makes two major modifications in the 4%-percent ceiling 
on Government bond interest rates and two other subsidiary changes. 
First, it provides in the case of bonds exchanged for other bonds 
before maturity (or advance refunding as it is called) that in deter- 
mining whether or not the 4%-percent ceiling is exceeded only the 
coupon rate is to be taken into account and not any discount feature 
of the bond. Second, it provides that the 44-percent ceiling may be 
exceeded in any year (upon a finding by the President that the 
national interest so requires) to the extent of 2 percent of the out- 
standing debt included in the public debt ceiling. In addition to 
these two major changes your committee has also provided in this bill 
that the 4%-percent ceiling is not to apply to the special bonds issued 
to the Government trust funds and that the 4'-percent ceiling is 
to be removed in the case of savings bond issues (although as at 
present to exceed a rate of 3.26 percent there must be a finding by the 
President that the national interest so requires). 


(A) Computation of the 4%-percent limitation in the case of advance 
refunding 

Advance refunding is a procedure for refinancing existing debt 
before it matures. Its purpose is to lengthen the average period to 
maturity of the debt. As indicated previously, the shortening of the 
length of the debt, which has been occurring in recent years, is believed 
to be the most serious aspect of the present debt management problem. 
This advance refunding for the most part is expected to take the form 
of the Government’s retiring existing bonds with 1 to 12 years yet to 
run before maturity and issuing in exchange for them new bonds with 
longer periods to maturity than the bonds the Government is re- 
funding. Last year Congress recognized the importance of this 
advance refunding as the principal reason for authorizing the Secretary 
of the Treasury to provide for the nonrecognition of gain or loss for 
tax purposes in the case of specific types of exchanges. 

The manner in which advance refunding works can be iliustrated 
by a bond 2 years from maturity originally issued at par with a 2!4-per- 
cent coupon (or face amount) interest rate. If the current investment 
yield on similar bonds in the market is 414 percent this bond should be 
selling for $96.22 (The $3.78 of discount plus the coupon interest of 
$5 equals 434 percent on $96.22 compounded semiannually for 2 years.) 
If the Treasury is to exchange this bond for another of approximately 
the same value (actually $96.33 in this illustration) but with 9 years 
to maturity, the bond would have to bear a 4-percent coupon rate, 
assuming the investment yield for the period is to be the same 4}5 
percent. (The discount of $3.67 plus the coupon interest of $36 equals 
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44 percent on $96.33 compounded semiannually for 9 years.) Table 
6 gives other examples based on different maturities, both for the bond 
being refunded and that being issued. 


TABLE 6.—Some h ypothetical ecamples of advance refunding (assuming a 4\4-percent 
market rate of interest in all maturities for illustrative purposes) 


If a 2% percent security now out- 

standing has still to run... 8 years..... 5 years..... 3 years...... 2 years..... 1 year. 
The market value of a 2% percent 

bond to yield the investor 4} per- 

cent (per $100) ) would be. .0:..... Cis:..... Se... Ce... $98.07. 

And the Treasury offers a new se 

curity in exchange as an advance 

refunding, which would run___. 26 years.... 17 years.... 12 years.... 9 years..... 6 years. 
Then—assuming the market price on 

each new security would have to be 

about the same as on the old se- 

curity being refunded—the re- 

quired interest rate on the face of 

the new security (to yield the 

investor 444 percent) would be.... 35% percent. 3% percent. 37% percent. 4 percent... 4% percent. 

It will be noted that with current interest rates (and those in effect 
when the bonds being refunded were issued) this advance refunding 
requires the issuance of the new bonds at a discount if the holder 
is not to make an additional cash payment. The question has 
therefore arisen as to what interest rate of the bond the 4%-percent 
interest rate ceiling applies—solely the coupon rate which readily 
can be below 4% percent or the investment yield (discount plus coupon 
rate) which in the case of the advance refunding for 5 years or more 
cannot be under the 4%-percent ceiling rate in the present market. 

As indicated previously, the 4%-percent ceiling on bond interest rates 
was provided long before the Treasury was authorized to issue obliga- 
tions on a discount basis (or combination interest bearing and discount 
basis). Thus, from a legal standpoint there is some question as to 
whether the 4%-percent ceiling applies to the investment yield (the 
combination of the coupon interest paid plus the discount) or only to 
the coupon interest rate. 

The Secretary of the Treasury has assured your committee, however, 
that with present law the Treasury will not issue bonds for more than 
5 years where the investment yield is above the 4%-percent ceiling 
because Congress has not expressed its intent to be that this ceiling 
may be exceeded in such cases. 

The bill makes it clear that the investment yield may exceed the 
4¥%-percent ceiling in the case of these advance refunding issues but 
that the coupon rate must conform to the 4%-percent maximum rate 
in the case of bonds (now issued for more than 5 years). It is believed 
that this measure will be of substantial help to the Treasury in its 
program to extend the maturity of the debt. 

(B) Ceiling rate may be exceeded with respect to 2 percent of debt per year 

In order to permit the Treasury Department to spread the public 
debt over a wider maturity range your committee’s bill removes the 
4¥%-percent ceiling for a limited amount of bonds issued each year. 
The bill provides that this exemption from the 4%-percent ceiling is to 
apply to bonds in an amount equal only to 2 percent of the out- 
standing obligations subject to the statutory debt limitation. This 
percentage is to be applied on the basis of the outstanding obligations 
as of the first of the fiscal ye 

This authority to exceed ‘the 4%-percent ceiling is granted by your 
committee’s bill only upon a finding by the P resident with respect to 
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each offering that the national interest requires this action. Your 
committee intends this grant of authority to the President to exceed 
the interest rate ceiling to be exercised only when the President finds 
that a higher interest rate is required from the standpoint of the wel- 
fare of the national economy. Factors your committee intends to be 
weighed in any such determination include— 
(1) the effect on the growth of the economy, 
(2) the effect on the economic stability of the country, 
(3) the effect on other major forms of investments, 
(4) the distribution of the public debt among maturities of 
different lengths, and 
(5) the longrun effect of any offering made above the statutory 
ceiling on monetary policies and on economical debt management. 

The debt subject to the statutory limitation at the beginning of 
the fiscal year 1960 was $284.4 billion, with the result that for the fiscal 
year 1960 under your committee’s bill almost $5.7 billion of bonds 
in the over-5-year category may be issued at interest rates above 
the 4\%-percent ceiling. Based upon present budget estimates of the 
debt outstanding at the beginning of the fiscal years 1961 and 1962 
the bill will permit the 4%-percent ceiling to be exceeded with respect 
to almost $5.7 billion in the fiscal year 1961 and about $5.6 billion in 
the fiscal year 1962. It is believed that this $5 to $6 billion a year 
provides adequate leeway for spreading the maturity of the debt 
without at the same time making it possible to convert very large 
amounts of debt to the long-range category with interest rates frozen 
at present high levels. 

The bill provides that beginning with the fiscal year 1961 any 
authority to exceed the 4%4-perce nt ceiling which is not used curre ntly 
may be carried over and used in the next 2 succeeding years. The 
advance refunding issues referred to above are not subject to the 
4%-percent limit as far as the investment yield is concerned and will 
not use up the authority under this provision to exceed the ceiling 
where their investment yield when issued exceeds 4% percent, so long 
as their coupon rate is not above this ceiling rate. The special issues 
of bonds of the trust funds also are not themselves under the 4%-percent 
ceiling and will not use up any of the authority to exceed the ceiling. 

Removing the ceiling rate for special trust fund issues 

In the case of the various Government trust funds there frequently 
is a provision that the debt the fund holds is to bear interest at the 
average rate for part or all of the public debt. In the case of the 
old-age and survivors insurance trust fund, for example, the interest 
rate is to be the average rate of the marketable debt not due or callable 
until 5 years after date of issue (but in multiples of one-eighth of 1 
percent). The unemployment trust fund and highway trust fund 
have similar provisions as to interest rates but in these cases base the 
average on all interest bearing obligations or all marketable obliga- 
tions forming a part of the debt. The railroad retirement account 
on the other hand provides for obligztions to be issued at a 5-percent 
rate. 

Your committee sees no reason why the interest rates allowed on 
investments of over 5 years of the various trust funds should be 
limited to the 4% percent if other obligations of the United States are 
to bear interest rates above this limitation. Removing the limita- 
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tion in the case of these trust funds appears especially appropriate in 
view of the fact that in the case of many of the funds the law provides 
a specific formula for dete rmining the applicable rate. 

Therefore, your committee’s ; bill removes the ceiling rate for special 
bond issues exclusively for Government trust funds and provides that 
the issuance of any of these bonds at rates of interest in excess of 4% 
percent would not be charged to the 2-percent allowance described 
above. As a result, the 4%-percent ceiling under this bill will, for 
example, no longer apply to any special bonds issued to the Federal 
disability insurance trust fund, Federal employees’ retirement funds, 
Federal old-age and survivors insurance trust fund, Government life 
insurance fund, highway trust fund, national service life insurance 
fund, railroad retirement account, and unemployment trust fund. 


(D) Removal of special 4%-percent ceiling for savings bonds 

Last year Congress provided in the case of E and H series savings 
bonds that upon a determination of the President that it was in the 
national interest, the statutory ceiling rate for these bonds of 3.26 
percent could he exceeded. However, it provided that in no instance 
could the interest rate or investment yield on these bonds be more 
than 4% percent. 

Since your committee is permitting the ceiling to be exceeded for 
limited amounts of marketable bonds it appears only proper to remove 
the special 44%-percent ceiling for savings bonds. Therefore, your com- 
mittee’s bill deletes the reference to the 4¥%-percent limit in ‘the case of 
the savings bonds but still requires a finding by the President that it is 
in the national interest before the 3.26-percent statutory limit may be 
exceeded. Sales of savings bonds at rates of interest above 4% percent 
will not be charged to the 2-percent allowance described above. 


V. TECHNICAL EXPLANATION OF THE BILL 


The first section of the bill would amend section 20 of the Second 
Liberty Bond Act, as amended (31 U.S.C. 754b), by adding to it a 
new subsection (d). 

Paragraph (1) of the proposed new subsection (d) expressly au- 
thorizes the Secretary of the Treasury to issue, for the purpose of 
refunding outstanding issues before maturity, bonds upon which the 
investment yield (but. not the coupon rate) ) exceeds 4% percent. For 
example, assume that the Treasury issues bonds with 9 years to ma- 
turity having a face amount of $1,000 and a coupon rate of 4 percent 
in exchange for outstanding bonds with 2 years to maturity having 
a coupon rate of 214 percent. In such a case, if interest rates on 
comparable maturities are 414 percent, the fair market value of the 
outstanding bonds is $962.20. Under the new subsection (d)(1), the 
4¥-percent restriction on interest rates in the first section of the 
Second Liberty Bond Act does not apply even though the investment 
yield (approximately 414 percent) on the refunding issue exceeds 4% 
percent since the coupon rate on thie refunding issue does not exceed 
4% percent. 

Paragraph (2) of the proposed new subsection (d) provides an 
additional limited authority for the Secretary to issue bonds, either 
for cash or for the purpose of refunding outstanding issues at maturity, 
upon which either the investment yield or the coupon rate or both 
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may exceed 4% percent. Paragraph (2) will authorize the Secretary, 
during any fiscal year, to issue, without regard to any limit on vield 
or coupon rate, bonds in an amount not exceeding 2 percent of the 
public debt subject to the debt limit as of the first day of that fiscal 
year. Bonds may be issued under this paragraph only after a finding 
by the President, with respect to each issue, that the national inte rest 
requires exceeding the 4%-percent maximum. 

It is emphasized that any bonds issued under the first section of the 
Second Liberty Bond Act, as amended, for any purpose (other than 
for refunding outstanding obligations before maturity, which is pro- 
vided for in ‘paragraph | 1), or for special issue to a trust fund, which 
is provided for in paragraph (3)), must be charged against this 
2-percent authority if either the coupon rate or the investment yield 
exceeds 4% percent. For example, if in fiscal vear 1961 the Treasury 
issues $1 billion face amount of 4%-percent bonds at par for cash or 
for refunding outstanding issues at maturity, this will use $1 billion 
of the authority for 1961; if the Treasury, for cash or for refunding 
outstanding issues at maturity, also issues $1 billion face amount of 
4\%-percent bonds at a price of $990 for a $1,000 bond, this will use 
another $1 billion of the authority for 1961, since the investment yield 
on these bonds will be more than 4% percent. However, bonds upon 
which the investment yield exceeds 4% percent (but with a coupon rate 
not exceeding 4% percent), issued under the authority of paragraph (1), 
will not use any of this 2 percent authority. 

The determination of the 2 percent of the face amount of obliga- 
tions subject to section 21 of the Second Liberty Bond Act, as amended 
(commonly known as the public debt limit), is to be made under such 
section 21. Thus, in the case of any obligation issued on a discount 
basis which is redeemable before maturity at the option of the holder 
thereof (such as a series E savings bond), the current redemption 
value thereof at the beginning of the fiseal vear for which the 2-percent 
authority is being determined is to be considered (for purposes of such 
determination) as the face amount of such obligation. 

The new subsection (d)(2) also authorizes carrying over to the next 
2 fiscal years any unused portion of the authority granted for any fiscal 
year beginning after June 30, 1960, to exceed the 4%-percent limita- 
tion. If the provision is enacted in fiscal vear 1960, bonds not exceed- 
ing 2 percent of the public debt outst: anding on July 1, 1959, which 
is subject to the debt limit may be issued in fiscal year 1960 without 
regard to the 4% percent limitation, but none of the unused portion of 
the authority for fiscal year 1960 can be carried over to a subsequent 
fiscal year 

In applying the new subsection (d)(2) to the fiscal vear 1963 or to 
any subsequent fiscal year, there will first be — up any authority 

carried over from the second preceding fiscal year, then any authority 
carried over from the immediately preceding fiscal year, and finally 
the authority granted for the current fiscal vear. For the fiscal year 
1962 there may be a carryover from fiscal 1961, but not from fiscal 
1960. The amount carried over from anv fiscal vear is to be ¢ — d 
by reference to 2 percent of the public debt described in the bill out- 
standing at the beginning of the fise ‘a year for which such authority 
was granted (and not by reference to 2 percent of the public debt sub- 
ject to the public debt limit which is outstanding at the beginning of 
the fiscal year to which the authority is being carried 
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Paragraph (3) of the new subsection (d) specifically permits special 
issues of bonds issued to Government trust funds to be issued without 
regard to the 4%-percent ceiling, and provides that such issues are not 
to be charged against the 2-percent authority granted by the new 
subsection (d)(2). Thus, for example, special issues of bonds issued 
to the following trust funds would not be subject to the 4%-percent 
ceiling: 

Federal disability insurance trust fund. 

Federal employees’ retirement funds. 

Federal old-age and survivors insurance trust fund. 
Government life insurance fund. 

Highway trust fund. 

National service life insurance fund. 

Railroad retirement account. 

Unemployment trust fund. 

Section 2 of the bill relates to U.S. savings bonds already issued or to 
be issued under section 22 of the Second Liberty Bond Act, as amended. 
Public Law 86-346, approved September 22, 1959, added a new sec- 
tion.25 at the end of the Second Liberty Bond Act, as amended. 
This new section authorized the Secretary of the Treasury, upon a 
finding by the President with respect to each offering that the na- 
tional interest requires such action, to exceed the 3.26 percent ceiling 
(contained in sec. 22(b) of such act) on the interest rate and invest- 
ment yield for U.S. savings bonds, provided that neither the interest 
rate nor the investment yield exceeds 4% percent. 

Section 2 of the bill would amend section 25 of the Second Liberty 
Bond Act, as amended, to provide in effect that, where the procedure 
outlined in such section 25 is followed with respect to any offering of 
U.S. savings bonds, there is to be no ceiling on either the interest rate 
or the investment yield. 


VI. CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XITI of the Rules of the House of 
Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


Seconp Lisperty Bonp Act, AS AMENDED 


AN ACT To authorize an additional issue of bonds to meet expenditures for the 
national security and defense, and, for the purpose of assisting in the prosecution 
of the war, to extend additional credit to foreign Governments, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, The Secretary of the Treasury, 
with the approval of the President, is hereby authorized to borrow, 
from time to time, on the credit of the United States for the purposes 
of this Act, to provide for the purchase, redemption, or refunding, 
at or before maturity, of any outstanding bonds, notes, certificates 
of indebtedness, or Treasury bills of the United States, and to meet 
expenditures authorized for the national security and defense and 
other public purposes authorized by law, such sum or sums as in his 
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judgment may be necessary, and to issue therefor bonds of the United 
States. 

The bonds herein authorized shall be in such form or forms and 
denomination or denominations and subject to such terms and con- 
ditions of issue, conversion, redemption, maturities, payment, and 
rate or rates of interest, not exceeding four and one-quarter per 
centum per annum, and time or times of payment of interest, as 
the Secretary of the Treasury from time to time at or before the issue 
thereof may prescribe. The principal and interest thereof shall be 
payable in United States gold coins ' of the present standard of value. 

The bonds herein authorized shall from time to time first be offered 
at not less than par as a popular loan, under such regulations pre- 
scribed by the Secretary of the Treasury from time to time, as will 
in his opinion give the people of the United States as nearly as may be 
an equal opportunity to participate therein, but he may make allot- 
ment in full upon applications for smaller amounts of bonds in advance 
of any date which he may set for the closing of subscriptions and may 
reject or reduce allotments upon later applications and applications 
for larger amounts, and may reject or reduce allotments upon ap- 
plication s from incorporated banks and trust companies for their own 
account and make allotment in full or larger allotments to others, and 
may establish a graduated scale of allotments, and may from time 
to time adopt any or all of said methods, should any such action 
be deemed by him to be in the public interest: Provided, That such 
reduction or increase of allotments of such bonds shall be made 
under general rules to be prescribed by said Secretary and shall apply 
to all subscribers similarly situated. And any portion of the bonds 
so offered and not taken may be otherwise disposed of by the Secretary 
of the Treasury in such manner and at such price or prices, not less 
than par, as he may determine. The Secretary may make special 
arrangements for subscriptions at not less than par from persons in 
the military or naval forces of the United States, but any bonds issued 
to such persons shall be in all respects the same as other bonds of 
the same issue. 

Notwithstanding the provisions of the foregoing paragraph, the 
Secretary of the Treasury may from time to time, when he deems 
it to be in the public interest, offer such bonds otherwise than as a 
popular loan and he may make allotments in full, or reject or reduce 
allotments upon any applications whether or not the offering was 
made as a popular loan. 

* * 


* *K * * * 





Sec. 19. Any obligations authorized by this Act may be issued for 
the purchase, redemption, or refunding, at or before maturity, of any 
outstanding bonds, notes, certificates of indebtedness, Treasury bills, 
or savings ‘certificates of the United States, and any money receive 
from the sale of such obligations or any other money in the general 
fund of the Treasury may, under such rules, regulations, terms, and 
conditions as the Secretary of the Treasury may prescribe, be used 
for such purchase, redemption, or refunding. 

Src. 20. (a) Any obligations authorized ‘by sections 1, 5, and 18 of 
this Act, may be issued on an interest -bearing basis, on a discount 
basis, or on a combination interest-bearing and disc ount b: asis, at such 


1 By reason of other provisions of law, bonds are now payable in U.S. legal tender coin or currency. 
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price or prices and with interest computed in such manner and pay- 
able at such time or times as the Secretary of the Treasury may 
prescribe; and any such obligations may be offered for sale on a com- 
petitive or other basis under such regulations and upon such terms 
and conditions as the Secretary of the Treasury may prescribe; and 
his decision with respect to any such issue shall be final. 

(b) Any obligations authorized by this Act and redeemable upon 
demand of the owner or holder may, under such regulations and upon 
such terms and conditions as the Commissioner of Internal Revenue 
with the approval of the Secretary of the Treasury may prescribe, 
be receivable by the United States in payment of any taxes imposed 
by the United States. 

(c) Any obligations authorized by this Act may, under such regu- 
lations and upon such terms as the Secretary of the Treasury may 
prese ribe, be issued in exchange for any obligations of any agency or 
instrumentality of the U nited States which are unconditionally guar- 
anteed both as to principal and interest by the United States, at or 
before their maturity. 

(d)(1) In the case of bonds issued under the first section of this Act 
for the refunding, before maturity, of any outstanding bonds, notes, 
certificates of indebtedness, Treasury bills, or savings certificates of the 
United States, the restriction in such section on the maximum rate of 
interest on bonds of the United States shall be applied to the rate 
interest determined by reference to the face amount of the bond and 
without regard to any increment in value. 

(2) During any fiscal year bonds in an aggregate amount not exceeding 
2 per centum of the face amount of obligations subject to section 21 of 
this Act (determined under such section as of the first day of the fiscal 
year) may, upon a finding by the President with respect to each offering 
that the national interest requires such action, be issued without regard 
to the restriction on the maximum rate of interest in the first section of 
this Act, and to the extent that the authority granted by this paragraph is 
not used during any fiscal year beginning after June 30, 1960, it may 
be used during the next two fiscal years. 

(3) The restriction in the first section of this Act on the marimum 
rate of interest on bonds of the United States shall not apply to special 
issues of bonds issued exclusively to Government trust funds, and such 
issues shall _ be deemed to use up any of the authority granted by 
paragraph (2 

SEc. 21. The face amount of obligations issued under authority 
of this Act, and the face amount of obligations guaranteed as to 
principal and interest by the United States (except such guaranteed 
obligations as may be held by the Secretary of the Treasury), shall 
not exceed in the aggregate $285,000,000,0002 outstanding at any one 
time. The current redemption value of any obligation issued on a 
discount basis which is redeemable prior to maturity at the option of 
the holder thereof shall be considered, for the purposes of this section, 
to be the face amount of such obligation. 

Src. 22. (a) The Secretary of the Treasury, with the approval of 
the President, is authorized to issue, from time to time, throush the 
Postal Service or otherwise, United States savings bonds and United 
States Treasury savings certificates, the proceeds of which shall be 





2 Sec. 2 of Public Law 86-74, approved June 30; 1959 (73 Stat. 157), provides that during the period begin- 
ning on July 1, 1959, and ending on June 30, 1960, the public debt limit set forth in the first sentence of sec. 21 
of the Second Liberty Bond Act, as amended, shall be temporarily increased by $10 billion. 
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available to meet any public expenditures authorized by law, and to 
retire any outstanding obligations of the United States bearing interest 
or issued on a discount basis. The various issues and series of the 
savings bonds and the savings certificates shall be in such forms, shall 
be offered in such amounts, subject to the limitation imposed by sec- 
tion 21 of this Act, as amended, and shall be issued in such manner 
and subject to such terms and conditions consistent with subsections 
(b), (ce), and (d) hereof, and including any restrictions on their 
transfer, as the Secretary of the Treasury may from time to time 
prescribe. 

(b)(1) Savings bonds and savings certificates may be issued on an 
interest-bearing basis, on a discount b: asis, or on a combination inter- 
est-bearing and discount basis and shall mature, in the case of bonds, 
not more than twenty years, and in the case of certificates, not more 
than ten years, from the date as of which issued. Such bonds and 
certificates may be sold at such price or prices, and redeemed before 
maturity upon such terms and conditions as the Secretary of the 
Treasury may prescribe: Provided, That the interest rate on, and the 
issue price of, savings bonds and savings certificates and the terms 
upon which they may be redeemed shall be such as to afford an invest- 
ment yield not in excess of 3.26 per centum per annum, compounded 
semiannually. The denominations of savings bonds and of savings 
certificates shall be such as the Secretary of the Treasury may from 
time to time determine and shall be expressed in terms of their ma- 
turity values. The Secretary of the Treasury is authorized by regu- 
lation to fix the amount of savings bonds and savings certificates issued 
in any one year that may be held by any one person at any one time, 

(2) The Secretary of the Treasury, with the approval of the Presi- 
dent, is authorized to provide by regulations: 

(A) That owners of series E and H savings bonds may, at 
their option, retain the bonds after maturity, or after any period 
beyond maturity during which such bonds have earned inte rest, 
and continue to earn interest upon them at rates which (subject 
to section 25) are consistent with the provisions of paragraph (1 

(B) That series E and H savings bonds on which the rates 
of interest have been fixed prior to such regulations will earn 
interest at higher rates which (subject to section 25) are con- 
sistent with the provisions of paragraph (1). 

* * Ed * * * * 


Sec. 25. In the case of any offering of United States savings bonds 
issued or to be issued under section 22 of this Act, the maximum limits 
on the interest rate or the investment yield or both may be exceeded 
upon a finding by the President with respect to such offering that the 
national interest requires that such maximum limits be exceeded: 
Provided, however, That in no event may the interest rate or the 
investment yield exceed 44 per centum per annum]. 


VII. DISSENTING VIEWS OF THADDEUS MACHROWICZ, 
WILLIAM GREEN, JR., AND LEE METCALF 


H.R. 10590 is not a compromise bill. It gives the administration 
all of the authority it can use to continue its ‘tight money” policy. 
In addition it is a total congressional abdication of authority and 
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control that Congress has exercised since the founding of this Republic. 
The present maximum rate of interest on bonds of over 5 years ma- 
turity was fixed by Congress in 1917 in the Second Liberty Bond Act. 
The Treasury has ope rated within that ceiling through World War I; 
through the depression of the twenties; through the boom in the late 
twenties; through the Great Depression; through World War II when 
the Federal debt was pushed in a few brief war years from $42 billion 
to $278 billion; through the postwar readjustment and through the 
Korean incident down to date. 

Prior to the fixing of the interest ceiling at 4% percent Congress 
specifically acted on each proposed bond issue and fixed the rate of 
interest. Never has a President of the United States had the un- 
restricted power to fix interest rates that is granted by this legislation. 


1. MARKETABLE BONDS 


The heart of the bill is contained in the first two parts of section 1. 
The first part deals with bonds issued in exchange for bonds nearing 
maturity which are now selling at a discount, and it permits the 
Treasury to provide an investment yield on the new bonds in excess 
of the 4% percent ceiling. The second part states that the President 
may, if he finds that the national interest so requires, authorize the 
sale of long-term securities “without regard to the restriction on the 
maximum rate of interest’’ up to 2 percent of the public debt, in any 
one year, and this authority if unused may be carried over and used 
in the following 2 years. At the present levels this constitutes author- 
ity for the issuance of nearly $6 billion a year in new long-term debt 
at rates in excess of 4% percent. 

The Treasury’s case for both of these provisions dealing with 
marketable bonds is that under present law and with the present 
bond market they are only able to sell securities with a maturity of 
5 years or under. They point out that the average maturity of the 
outstanding public debt will decline further if they can only sell new 
short-term obligations while the presently outstanding long-term 
obligations get closer to maturity with the passage of time. The 
Treasury argues that this concentration of the public debt in relatively 
short-term issues is inflationary and that it increases the interest cost 
because short-term rates are presently above long-term rates. 

(a) The cost argument 

The correctness of the Treasury argument that more borrowing 
now in the short-term market increases the interest cost of the debt 
depends essentially upon one’s forecast as to future long-term interest 
rates. At a time when long-term interest rates are 41 percent, 
there might be a temporary cost increase by borrowing on short 
term for a rate of 5 percent. If, however, as many expect, the 
long-term rate will fall over the next few years to something like 334 
percent, it would be far cheaper to borrow at short term for a few 
years and then sell long-term bonds when the long-term rate is 334 
percent. This would be preferable to being committed to paying 
interest on this debt for 20 or 30 years at a rate above future long- 
term interest rates. 

During the committee discussion of this bill, the Secretary of the 
Treasury said that he “‘would be reluctant to lock i in the country for 
a long term at high rates of interest.”” This is a most interesting 
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and significant admission. We who oppose this legislation firmly 
believe that the longrun prospect is for lower rates of interest. While 
the Secretary has not forthrightly conceded this proposition, he has 
by his statement admitted the merit of the argument that we should 
not commit the country to a long-term debt at the current high 
interest rates 

An aspect of this cost argument advanced by supporters of this 
bill is that this concentration of borrowing on short term in recent 
months has caused the short-term interest rate to be higher than it 
would have been, given the general monetary policy followed by the 
Federal Reserve Board. The importance of this is quite conjectural. 
The Treasury itself has pointed out that the 5-percent notes issued 
in October 1959 attracted funds that would ordinarily have gone 
into long-term bonds. To the extent that this occurred, the Treasury 
was not competing so much with other short-term borrowers, it was 
attracting new money into the short-term market. 

When interest rates are high by traditional standards one would 
expect the short-term rate to be higher than the long-term rate. 
Consequently, it is really quite uncertain how much immediate cost 
has been thrust upon the Treasury from borrowing in the short-term 
market only and even this immediate cost could prove in the long 
run to be a saving if interest rates go down in the future. 

If we knew that the present structure of high interest rates was a 
permanent fixture, there would be no alternative but to accept the 
fact that adjustment was necessary. Even then it is questionable 
if we should eliminate the ceiling entirely. It would be more advis- 
able to raise the maximum rate and keep the traditional control 1 
Congress. 

But it is not conceded that we are to have a generation of high 
interest rates. This is not the committee to debate monetary policy 
and Federal Reserve policies. But it has been wrongheaded policies 
that have brought about the current situation and a return to proper 
monetary management would bring about lower rates both on short- 
term and long-term securities. 

(b) The inflation argument 

Administration statements about this interest rate ceiling have 
implied that failure to raise the ceiling will be so inflationary as to 
constitute a monetary crisis. 

There has been a constant barrage of letters, editorials, testimony 
from Government experts, and press releases and special messages 
from the President that this interest rate ceiling is the most serious 
impediment to the stabilization of the dollar at home and abroad. 
Boiled down, the argument is that inasmuch as the current rate is 
above the long-term ceiling the pressure of Federal borrowing in the 
short-term market creates excessive liquidity, forces up the price of 
money to private business, and is “drastically inflationary. 

In the first place, we are not in an inflationary situation. Average 
unemployment last year was 5.5 percent of the working force, one- 
tenth of 1 percent below the recession year of 2 154. Unemployment is 
expected to average close to 5 percent this ye: Many sections of the 
industrial economy are operating well salen capacity and agri- 
cultural surpluses have deflated farm income to the point of disaster. 
For 2 years the price level has been relatively stable and the outlook 
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is for continued stability. In the last 12 months the Consumer Price 
Index has risen about 1 percent and the index of wholesale prices has 
fallen slightly. The wholesale price index now is not as high as it was 
in March of 1958. 

The continued emphasis on inflation—coupled with evasive and 
indecisive policies—is highly suspect. Its effectiveness as propa- 
ganda is apparent in the effect it has had in holding down the level of 
essential public expenditures for health, welfare, pollution control, 
housing, education, and resources de velopment. There is not one 
iota of evidence that this country is suffering from “too much money 
pursuing too few goods.” 

The argument ‘that it is inflationary to confine the Treasury to 
short-term borrowing is at best highly tenuous. Increased Federal 
borrowing even from commercial banks will not by itself increase the 
capacity of commercial banks to create credit. This capacity to 
create credit is generally limited by the policies being followed by the 
Federal Reserve Board. The Federal Reserve Board could simply 
prevent this increased short-term borrowing from having any conse- 
quences for greater credit creation on the part of the banks. 

The argument that short-term bonds are like money is as vague as 
the rest of the Treasury case for raising the ceiling on interest rates. 
In view of the present level of unemployment and the uncertainty 
about business prospects for late 1960 and 1961, I can see considerable 
advantages in people thinking that they have more money and in- 
creasing their level of expenditures. It is obvious that this is what all 
segments of our economy really want. People interested in the con- 
struction industry are hoping that housing starts will improve. Busi- 
ness analysts are hoping that plant and equipment expenditures will 
increase enough to prevent a rec ession late this year or early next year. 
The automobile industr y is hoping that consumers will show renewed 
interest in purchasing cars so as to reverse the present slump in auto- 
mobile sales. 

Our basic concern is with the inadequacy of existing monetary and 
fiscal policies of the administration which polici ies would bear the tacit 
approval of the Congress by the enactment of this legislation. Given 
these policies, any increase in Treasury borrowing will tend to result in 
an increase in interest rates, given the present level of private demand 
for money. Even within the limited area of choice that exists, it is 
preferable for the Treasury Department to borrow in the short-term 
market than in the long-term market. By borrowing in the long-term 
market and bidding up interest rates the Treasury Department would 
be competing with borrowers interested in the investment of funds for 
capital projects. The strategic areas of long-term growth such as 
housing, plant, and equipment, etc., would suffer. Borrowing i in the 
short-term market would have a less disadvantageous effect on long- 
term economic growth prospects. Short-term borrowings would in- 
volve competition for funds for speculative demands and inventory 
accumulation which have a destablizing influence in the business cycle. 
(c) The psychology argument 

The other argument urged by the administration for removing the 
interest rate ceiling rests upon the psychology of the Government 
bond market. 
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The Federal Reserve’s refusal to trade in the long-term market is 
partly responsible for the psychology of the market which believes that 
interest rates are going higher and higher. Coupled with that has 
been the possibility that Congress will acquiesce in the Treasury’s 
request to eliminate the interest-rate ceiling. The Wall Street Journal 
on Thursday, February 25, reported this psychological trend. 


Partly responsible for yesterday’s lower trend for U.S. 
Government bonds of long maturity, according to dealers, 
may have been the action of the House Ways and Means 
Committee Tuesday in approving a compromise that would 
allow the Treasury to undertake advance refundings by 
offering investors new long-term issues at yields higher than 
the 434 percent limit now imposed by law. 


It is probable that if Congress would firmly say ‘“‘No’’ to this pro- 
posal the uncertainty would be removed and the psychology of the 
market improved. People who are holding off from buying bonds 
until the rates go even higher might well snap uP | bonds at the ; present 
price if we deflate the hopes for further increases 

Perhaps the Treasury will not put out many issues at yields above 
the ceiling, but the price in the market for all Government bonds is set 
or significantly influenced by even one new issue. ‘This becomes the 
benchmark not only for the price and yield of all other Government 
securities, but because the Government rate is the benchmark for all 
other interest rates, all interest rates will reflect the impact of a new 
long-term Treasury issue even though it be a relatively modest aggre- 
gate amount. As much as $100 billion of financi ing for homes, busi- 
ness expansion, State and local governments will be affected. 


2. SPECIAL ISSUES 


The remaining part of section (1) of the bill removes the 4%-percent 
maximum interest rate from special issues of Government obligations 
for such trust funds as OASI, etc. There is no objection to this pro- 
vision if the rest of the bill is passed. The governmental trust funds 
should benefit from the high interest rates as well as the bankers and 
other investors. Of course, the legislation should not be enacted and 
all categories should be subject to the present ceiling. 


38. SAVINGS BONDS 


Section (2) of the bill provides that the present 4%4-percent maximum 
interest rate on savings bonds may be ceeded without limitation upon 
a finding by the President that this is in the national interest. 

This is not needed. The present rate of interest on savings bonds 
is 3% percent, well below the present 4%-percent ceiling. T here is still 
a great deal of latitude to make these bonds more attractive both by 
increasing the yield within the present limitations and by making the 
terms more attractive. For example, the interest yield in the early 
stages is so low as to discourage investors. 

Last year Congress raised the maximum rate on savings bonds to 
the present 44 percent ceiling. The Treasury has not sufficiently used 
the power there granted to ‘get some of the long-term debt into the 
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hands of the smaller investors who are purchasers of this type of 
security. On February 28 the Wall Street Journal reported that— 


Last year’s interest rate rise fails to achieve a lasting 
effect, though it curbed cash-ins and boosted sales at first. 
Many savers find fatter returns than the 3.75 percent savings 
bonds pay. * * * Treasury men play down any ideas of a 
new rate on savings bonds. They contend present returns 
are attractive enough for most investors. Officials hope 
abating inflation fears will help avoid any need for higher 
rates. 


Here is a device for lengthening the debt under the present law that 
would attract long-term money if the administration and its business 
allies would use it. An increase in the yield within the present limits 
and an increase in the return in the earlier years might do much to 
make the savings bond program contribute more to the refinancing 
problem. In any event there is no justification for removal of the 
ceiling on this type of bond at this time. 


SUMMARY 


Here we have an administration that was elected on an economy 
platform, pledged to devote itself to balancing the budget, reducing 
expenditures, reducing taxes, and stabilizing prices. After 7 years 
it has attempted to reduce expenditures primarily in the vital areas of 
resource development and welfare. Their 1954 tax bill reduced taxes 
for corporations and the more privileged income taxpayers and thereby 
reduced the Government’s income so that prospective surpluses 
became deficits. Their devotion to stabilizing prices and protecting 
the dollar from erosion has taken the form of reducing the taxes of 
those with the most ability to pay and slowing economic growth and 
increasing the cost of money to everyone else. 

Time after time the Treasury has misjudged the money market 
and progressively driven up interest rates. On the basis of this record 
of failure, this is no time for Congress to abjectly and supinely sur- 
render its last vestige of fiscal control and provide such generous 
exceptions to the present interest rate ceiling as virtually to grant the 
administration’s request for complete removal. 


VIII. SUPPLEMENTAL VIEWS OF THE MINORITY ON 
H. R. 10590 


The signatories to these supplemental views reluctantly support 
H.R. 10590. This legislative proposal purports to deal with the 
problem of public debt management. It does so through a needlessly 
complex and roundabout method of interest rate ceiling controls; it 
fails to provide a permanent solution to the problem. 

The legislation is deficient in that it fails to repeal outright the 
4% percent interest rate ceiling on marketable bonds as recommended 
by the administration. It is obvious that by repealing the outmoded 
and unwise ceiling, the Congress would be taking straightforward and 
effective action to give to the Secretary of the Treasury the tools 
necessary to manage the public debt efficiently and economically. By 
such action we would be providing a permanent solution to the prob- 
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lem. We urged such action in the executive sessions held by the 
committee on this subject. 

The existing interest rate ceiling does not and cannot operate to 
keep interest rates down. By the same token mere removal of the 
ceiling would not and could not operate to make interest rates go up. 
The interest rate is the price of borrowed money and as such it responds 
to the forces of demand and supply in free credit markets. 

The statutory interest rate ceiling in point applies only to U.S. obli- 
gations which have a maturity beyond 5 5 years. As a consequence the 
retention of the ceiling under current conditions forces the Treasury to 
manage the debt by resort to maturity issues of 5 years or less at higher 
interest costs than would otherwise be necessary. This restriction of 
the Treasury to the short-term money market has also meant it had to 
borrow in competition with the borrowing requirements of small busi- 
ness and the American consumer. As Secretary Anderson has said, 
the interest rate ceiling has caused the U.S. Government to compete 
for savings ‘‘primarily in the field where millions of little people bor- 
row their money.”’ 

The 4%-percent ceiling has prevented the lengthening of the market- 
able debt that is already growing dangerously short in maturity. The 
ceiling has not kept the rate on long-term Government securities from 
rising above 4% percent. Thus, the ceiling is simply an unnecessary, 
unfair, and highly dangerous restriction that severely hampers the 
Treasury in its debt management activities. The 4% percent interest 
rate ceiling should be removed—promptly and once and for all. 

The Secretary of the Treasury is charged with the responsibility for 
sound, efficient, and economical management of our huge public debt; 
that is precisely where the responsibility should rest. “The Secre tary 
of the Treasury cannot properly fulfill this responsibility if the Con- 
gress refuses to grant him the necessary authority to deal effectively 
with that obligation. 

The present 44-percent ceiling on marketable bonds was established 
by the Congress in April 1918. In 1919 the then Secretary of the 
Treasury, Carter Glass, in seeking greater leeway in debt management, 
said: 


To withhold from the Secretary of the Treasury the power 
to issue bonds or notes bearing such rate of interest as might 
be necessary * * * might result in catastrophe. * * * 


Inability to issue bonds in the period 1920-21 because of the ceiling 
forced the Treasury to engage in 28 separate short-term debt opera- 
tions at interest rates 5 percent and above—or % point higher than the 
ceiling. 

Since 1921 to the current period the 4%-percent rate ceiling per se 
had not previously created debt management problems because of the 
budgetary surpluses in the 1920’s, the economic depression in the 
1930’s, and the Federal Reserve support of bond prices from 1942 to 
1951. The current problems of debt management under the 4%-per- 
cent ceiling and their causes are well known. 

The normal and proper operation of free credit markets under 
conditions of business prosperity has seen interest rates generally rise 
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in the current period because of the widespread demands for credit. 
This general rise in interest rates combined with the interest rate 
ceiling on marketable bonds of the Federal Government has had the 
effect of forcing the Government to rely almost exclusively on the 
short-term money market for new borrowings and for refunding. 

When the administration recommended the removal of the interest 
rate ceiling last year, 74 percent of the marketable debt had a maturity 
within 5 years; today almost 80 percent matures within 5 years. The 
average maturity of the debt structure has shortened. On June 30, 
1959, it was 4 years and 7 months; today it is 4 years and 3 months. 
The shorter the debt becomes in maturity, the greater its inflationary 
potential because the debt becomes more and more like money. 

Despite the force of the arguments for outright removal of the 
ceiling, the majority proposal only provides the Treasury with 
authority to engage, under current conditions, in a debt-lengthening 
technique referred to as ‘advance refunding,” and to sell a modest 
amount of over-5-year securities either for cash or in exchange for 
maturing issues. While this authority under current market condi- 
tions will give the Treasury some flexibility, these devices are clearly 
an unnecessarily complex and indirect method of dealing with this 
important problem. 

It is obvious that, if the enactment of H.R. 10590 will provide the 
Treasury with the needed flexibility under current market conditions, 
the same goal could be achieved—and in a permanent and much less 
complex manner—simply by outright removal of the 4% percent ceil- 
ing. This the majority refuses to recommend. The majority 
prefers to act indirectly and in an obscure manner rather than to 
adopt a straightforward and permanent solution. 

Responsible economists are almost unanimous in advocating 
outright removal of the ceiling, as evidenced by testimony before the 
Joint Economic Committee over the past several months. Responsible 
financial officials and observers both at home and abroad are also 
strongly in favor of outright removal. These authorities see such 
action as the only permanent solution to the problem confronting the 
Treasury in achieving a better maturity structure of the public debt. 
Thus, these observers can only conclude, from the majority’s refusal 
to take the direct approach, that either this Congress does not under- 
stand the nature of Treasury debt management problems, or that it is 
unwilling, for partisan political reasons, to take actions so clearly in 
the national interest. This roundabout approach can hardly be 
expected to bolster confidence in our financial acumen, which is so 
essential in our efforts to preserve and strengthen confidence in the 
dollar as the major reserve currency of the world. 

The President first requested removal of the 4% percent interest rate 
ceiling on June 8, 1959; he renewed this request in special messages 
on August 25, 1959, and January 12, 1960. The Congress has had 
ample time to study this request, and it has been the subject of 
considerable discussion, both within the Congress and among outside 
observers. 
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The signatories to these supplemental views submit that the 
responsible course of action is outright removal of the archaic 4¥ 
percent interest rate ceiling. Only by so doing can Congress fully 
meet its responsibility for providing the U.S. Treasury with the 
essential tools for sound, economical, and noninflationary manage- 
ment of our huge public debt. 

Noau M. Mason. 
JoHN W. Byrnes. 
Howarp H. Baker. 
Tuomas B. Curtis. 
Victor A. Knox. 
James B. Urrt. 
JacKSON E. Berrts. 
Bruce ALGER. 
AutBERT H. Boscu. 
Joun A. LAFoRE. 


